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.-FULLEMPLOYMENT .AND BALANC11D GROWTH ,ACT Or
1976

FRIDAY, APRIL 2, 1976

HOUSE OF REPRESENTATIVES,.
SURCOMMIrTEE ON MANPOWER, CoMPESSATION, AN

HEALTII ANL' SAFETY OF TIIE COM 'FITE
ON EDUCA+ION ND-LABOR,

TV Itingion,D.C.
The subcomniittee 'Met, puisnant to notice, at fl :05 a.m.. in room

..2;261, Rayburn House Office Building, Hon, Do ninick V. Daniels'
presiding, . .

Memars . present ; Representatives Daniels, O'Hara Hawkins,
Eord, Meeds, Beard Qui.e.. and Sarasin. .

Staff pikent : Daniel Krivit, counsel ; Sarat Schwartz; research
assistant ; NathanidSemple, minority counsel.'

Mr: DANrEt.s.. The $ubcommitte. on ..Ma oWer, gompensation,.
Health and Safety Nvi1l-.1"ome to order.

This morhino., the -sitbcommittee on Ma povfer,..Compeaation,
Health-and Safety commences its heariugs oa H.R. 50, the FulloEm-

. .ployment and Bahuiced Gr6wth Act of 107 This bill is niiique and
a vital pieccof kgislation.
: HR. 50 is. unique because it emhtodies h the new concepts of
national economic planning. ER. 50 is Nital, because it has been
specifichlly designed to address 'the; Nati .n's most compelling and
tragic problepi of employment.

Congressman AngustuS Hawkins; th6 /distinguished chairman of
the. Equal-Opportunities SubcoMmittee, NVho is.on the dais this morn-
ing with me, has devoted -a considerable amonnt of time arid. effort
to the development of the."bill before' us today.' I know all of the
members of my subcommittee join '.with . me in congratulating Con-
gressman Hawkins for the comprehensive legislation his subcom-
mittee has produce4..,

I support, the working goals of II.R. 50. Our subcommittee will now.
develop its efforts to Jfurther investigation of the economic, social,

. and human aspects Of the problems that,this legislation is deSigned
to solve. °

Manpower WicY has been, and continues, to be, a primary focus
of this subcommittee juld we will exaMine, with particular attention,
the manpower7Policy c6ncepts ofthisufegislation Our efforts will be
constructive, our recomMendations will-he realistic;

'Millions of jobless Americans ard counting on us to do sotnething
positive about thjir plight. We intend to do our parat.to insure that

-.the goals of H.R. 50 are rAlized. . ..
We agree that fhe goals of fun employment and economic'groWth

must be a full reality:
rText of H.R. 50 follows:1

41):

6



IN THE HOUSE OF 'REPRESENTATIVES

JANtArty 14.1975

r. HAwatss (fir himself and Mr. REoss) introduc'eci the following bill;
which was referred to the Committee on Education and Labzi,ti

, MAY 1,4,1976

/ Reported with amendments, committed to the,Committee of tbe Whole House
on the State of the Union, and orderedto be printed '

(Strike out an after theenapting clamp and Insert the part printed tn

BILL
To establish a national policy and. nationwhle' machinery . for

guaranteeing to all ndtilt Americans able and willing to
work )he ayailability of qual opportunities. for useful and

rewardhig employment.:

Be It enacted' by the Senate and 11- ouse of Representa-

2 Lives, of the United States of America in Congress assembled,

3

4 "

5,
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TATBLE OF CONTENTSContinued

TITLE IESTABLISHED OF GOALS, PLANNING,
AND GENERAL. ECONOMIC POLICIESContinued

Sec. 107. Anti-inflation policies.
Sec. 108. Council of Economic Advisers.
Sec. 109. Advisory: ComMittec on. Full Employment and Balanced

Growth. ,

TITLE IICOUNTERCYCLICAL, STRUCTURAL, AND
YOUTH EMPLOYMENT'. POLICIES '

Sec. 201. Statement of purpose.
Sec. 202. Countercydical employment policies.
Sec. 203. Coordination. with, State and local government and private sec-

tor economic activity.
Sec. 2,04. Regionakand structural employment policies.
Sec. 205. Y outh ey4p1oymene policies.
Sec. 206. Full Employment"011ice and reservoirs of employment projec?e.
Sec. 207. Income maintenauce and full employmedt policies.

TITLE IIIPOLICIES AND PROCEDURES FOR
CONGRESSIONAL ItEVIEW

Sec. 301. Statement- of ,parpose.
Sec. 302. General congreasional review.
Sec. 303. Congressional review of economic gOals in President's Economic

Report.
Sec. 304. Congressional review of 'Full E mployment and Balanced

Growth Plan.
Sec. 305. Division of Full EmploYment and Balanced Growth.
Sec. 306:. Exercise of rukmaking powers.

TITLE IVGENERAL PROVISIONS
Sec. 401. Nondiscrimination.
Sec. 402." Labor standards:
S. 403. kuthorizations.

1 GENERAL FINDINGS

2 SEC. 2`. (a) The bongress finds that the Nation has

3 suffered substantial and increasing unemployment and under-

4 employment, over prolonged periods of itirne, imposing nu-

5 merous eôonomic and social costs. Such costs include the

6 follolving:

7 .:(1) The Nation is deprived of the, full suPPly of

8 goodscemkk. services, the- full- utilization of labor .and
a



capital resources, and the related increase in individual

'2 income and well-being that would exist. under conditions

3 of genuine full einPloyment.

4 (2) Insufficient production iS available to meet

5, pressing national Priorities.

6 (3) Workers are deprived of the job security, ,i,n-

come, skill development, and preiductivity necessary to

8 mci6tain:andc; advance their standards of living.

9 .(4) Business and industry are deprived of the, pro-,

10 duction, sales, capital fioio, and. productivity .necessary-

11 to maintain adequate profits, create jobs, 'and contribute
.

'12 to meeting society's economic needs.

.13 (5) The Nation is exposed to social, psychological,

14 and physiological costs and traumas, including disruption
.

15 of family life, loss of individual dignity and .self-respect,

16 and the prolifevation of physical and psychological itl-

17 nesses, drug addiction, crime, and social conflict.'

..18 (6 ) Federal, State, and local 'government economic

19 activity is uniined ai government budget deficits occur

20 because tax revolves fall aiidexpenditurel rise for unem-

., 21 ploymoit compensation, public assistance, and other reces-

sion-reloted services in the areas of,diminal justice, dvg

addiction, and physical and mental health:

,94 (b) The Congres,s further finds:

4
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4

6

7

S.

9

10 tion in the private sector.

(1) High unemployment often increases inflation by

diminiShing labor training and skills, underutilizing capi-

tal resources, reducing the rate of productivity advance,
tr.

increasing unit tabor .00sts, reducing' the general supply

of goods and services and thereby generating cost-push

inflation. In addition, modern inflation has been due in

large measure to errors in national economic policy, in-

cluding erratic monetary policy, inadequate energy and
. ,

food policies, and ineffective policies to matntazn competi-

11 2 ) Although necessary for sound economic policg,

12 aggregate Monetary and fiscal policies are inadequate by-

13 themselves to achieve full employment' production and to

14 restrain inflation. Such policies must be supplemented by

15 more .direct private and public measures to create eik-

16 ployment and reduce inflation.

17 (3) Genuine full employment has not been _

18

19

20

achieved, in part, because explicit short- and long-term

national economic goals and priorities have not been

established by the President, the Congress, and the Fed-

21 eral Reserve. Moreover, public and private .economic

22 policies, have not been organized and coordinated to

23 achieve national goals and priorities.

24 '(4) Increasing job opportunities and full employ-

37
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I ment make a major contribution to the abolition of di9-

crimincition based upon sex,'-age, race, color, religion,

3 national origin, and other improper factors.

4 (c) The Congress further finds that an lective full
5 employment and balanced growth 'policy should (1) be

6 based on the development of explicit economic goals and

policies involving the President, the Congress, and the Fed-

ergl Resgrbe, as well as State and local governments, with

9 full use of the resources cind ingenuity of the private secior.

10 of the economy, aotd (2) include programs specificalt; de-

ll signed to reduce high unemployment due to recessions, and

12 to reduce structural unemployment within regional areas

13 and among particular 'labor force groups.

(d) The Congress further finds that full employment

15 and balanced growth are important national requirements

16 that will promote the economic security and well-being of

17 all our citizens.

18 TITLE IESTABLISHMENT OF GOALS, PLAN-

19 N1NG, AND GENTHAL ECONOMIC .pOLICIES

20 STATEMENT OF PURPOSE. .

23. SEC. 11. It is the:purpose of this title to declare the

22 general policies of this, Act, to provide au open prOcess under

23 which annual eoonoMic goals are'proposesl, reviewed, and"

24 established, to provide for the development of a long-range

25 Fult Employment and Balanaed, G rowth Plan, to provide

38'



for economy in government measures, to ensure that mone-

, tary, focal, anti-inflation, and general economic policies are

3 used to achieve the annual economic °goals and Support the

4 goals and pricrities of the Full, Employment and Balanced

5 Growth Plan, and generally to strengthen and supplement

6 the purposes and" policies of the Employment Act of 1946.

DECLARATION OF POLICY

8 SEC. 1021 ( a) Section 2 of the Employment Act of

9 1946 (15 U.S.C. 1021) is amended to read as follows:

10 "DECLARATION OF POLICY

11 "SEC. 2. (a) The C ngress hereby declares that it is

12 the continuing polky and responsibility of the Federal Gov-

13 eminent to use all pr9cticable means, consistent with its

14 needs and obligations and other essential natiOnal policies,

15 with the assistance and cooperation of industry, .agriculture,

16 labor, and State and local governments, to coordinate and
e

utilize,all its plans, functions, and resource's A. the purpose

; .18 of creating and maintaining, in a manner calcu'lated to foster

19 an4 promote free competitive enterprise and the general

20 welfare, conditions which promote balanced growth and use-.

21, ful employment opportitnities, including self-employment, for

22 those lable, willing, and seeking to work, and to promote full

23 employment, production, and purchasing power.

"(b) l'he Congress declareS and establishes the right

25 of all adult Am&icans (sixteen years of age or older) able,

r
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1

2

ahd seeking work to opportunities for ,useful paid

employment.at fai,ratekof conipensaiiOn.

. 3 "(c) The Congresi further declares that inflation 14.a,

4 major national problem requiring improved government poli-

5 cies relating-to foodz energy, imProved fiscal and monetary

6 management, economy in governpent, the reform. of

nwded government rules and regulations, the correction of

structural defects in the economy jthat prevent or seriously

7

8

9 impede competitiqn in private mar eth, and other measures."
1

ECDNOMIC GOALS AND TLJEk\EG NOthe REPORT OF .THE
...., .

11 . . PRi.6Ebq

. .12 ;-: SE.C. 1q:3?Ei-ctiiiii'03) of tie Emplo ment 4,-ct of _1946
J'. , . , .. ". I'

13 is amended to:read as.--fof

14 a.SEC.. 3,,z (a) 1%.0 Presidela shall transmit to the Con-

gress not later' than January 20 of eaCh yedr ' an economic

ia report (ke0after qdle.4 the Roonam.ic Report' ),.isetting
. .

<24: .717 fO.th*eciel4ear--77,4 -r

li..(1j current
?'
and forseeable trend& in the levels oft°

19 ploynlent, production, and purchasing pOwer and a

20 revieiv,and analssis of economic conditions affecting these

21 econoinic trends in the United States;
t

22 "( 2 ) annual numerical ,goals for employment, pro-
t

1.

23 duction, and purchasing power that are designed to

24 aehieve balanced Owth and full employment of the
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Nation's human and capital resources as promptly as -

2 possible;

3 "(3) a numerical long-term full employment goal

, 4 whieh is (A) consistent with the minimuni..level of

5 frictional wnempkrymentnecessary for elAcient job search

6 and mobility in the labor force, and (B ) consistent with

7 the aggregate long-terrn economic goals .and priorities

8 set forth in the Full Employment and BalanCed Growth

9 Plan required under section 3A; and b--r

10 "(4) the programs and policies for carrying ,out the

11 policy declared in sectkm 2 of thiS Act, as well as the

12 numerical economie goals of parag;411 (2) of this

13 subsection, together with such recommendations for leg-
.

14 islation as the Pi-esident deems necessary or desirable in.

15 order to achieve full employment and balanced growth

16 as promptly as possible.".

17 PULL EMPLOYMENT AND BALANCED GROWTH PLAN

18 Sic. 104. The Employment Ad of 1946 is amended by

19 adding after seotion 3 the following new seotion:

20 "PULL EMPLOYMENT, AND BALANCED GROWTH PLAN

21 "Sic. 3A. (a) In conjunction with the first Economie
44k.

22 Report after enactment of this section, or within ninety (bays

23 after the enactment of this section; whichever may oome oar-
.

24 lier, and thereafter in eon jundion with each annual Economic

sie,, sr

ea-

4 1
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1 Report, the President shall transmit to thee Congress a pro-

posed Full EMployment and. Balanced Growth Plan, pre-

. 3 pared with the assistance of the Council of Economic Advisers,

4 and in consultation with the Office of 'Management and

'5 Budget. The Plan shall propose, in quantitative and quanta-

tive terms, and for the number of pears feasible, long-term

7 national goals related to full employwnt, production, pur-

8 chasing power, and other essential priority purposes, and the

major policim and programs; including recommendations for

10 legislation, to achieve such goals and priorities. In developing

11 the goals, the Presided shall take into acoount the level and

12 composition of each faotor needed to maintain economic bal.-.

13 ance and full resource use and to meet priority needs.

14 "(b) The Fug Employment and Balanced Growth Plan

vs shall sd forth the foreseeable trends in economic and social

16 conditions, provide e.stimates of the unmet economic and

17, social needs of the Nation, and identify the human, capital,

18 and national rerources availabli and needed for the achieve-

19 ment of the economic and related social goals and priorities

20 established in the Full Employment and Balanced Growth

21 Plan.

22 `.`( c) The Full Employment and Balanced Growth Plan

28 shall contain long-term economic goals as follow8-

24 "(1) full employment goals set at the number

25 of jobs to be provided for adult Americans in order

42 1



1

2

td reduce unemployment to the minimum level of fric-

tional unemployment consistent with efficient job search

3 and labor mobility;

4 "(2) full production goals set a the levels of output

estimated to be yielded by achievement of the full ern-

6 ployment goals as defined above, with expected improve-

7 ments in productivity; and

8 "(3) full purchasing power goals set at levels esti- `

mated to be necessary for attaining and maintaining

10 full employment and production while contributing to

11 an equitable distribution of purchasing power.
2

12 "(d) In carrying out the provision of ,paragraph (1)

13 of su6section ( c), the full employment goal shall be

14 consistent with a rate of unemployment not in excess of

15 3 per centum of the adult Americans in the civilian labor

16 farce, to be attained as promptly as possible, but within not

17 more than four years after the enactment of the Full Em-

18 ployment and Balanced Growth Act of 1976. Within' one -

19 year obthe date of enactment of the Frill Employment -itif

29 Balanced Growth Act. of 1976, the President shall review the

21 full employment goal and timetable required py this section

22 and report tot Congress .on any obstacles to its achievement

28 and, if necessamj, propose corrective economic measures to

24 insure that the full employment goal and timetable are

25 achieved.

43
4
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"Priorities, Policies, and Programs
. 4. -

2 "(el To contribute to the achievement of the general

3 economic goals established in sections 31a) ( 2 ) and 3A (c)

4 of this Act, the Full Employment and Balanced Growth Plan'

5 shall propose priority policies and programs that comprise

6 a full employment progra.in that provides produCtive non-
9

wasteful jobs and that 'rei.rde'r national priorities , and

8 employ the jobless in the pioduction of goods and service's

9 winch add to the Mrength of the economy, the wealth of the

10 Nation, and the well-being of the pleSple:r Such policies and

11 programs shall not be set forth in the poiro.rnmatw detail

12 '. developed by specialized Federal agenoies;'-an'd'-by. otheri

13 in the public dnd private "sectors, init.: only sufficiently to

14 furnish an integrated perspective of our needs and capabilitio
r.
,

16 and as a long4iin guide to optitnum private, Federal, State,

, 18. and local government action. Priority policies and programs

17 to Support full employment and balanced growth shall ini-
.

18 holly include-

19 "(1) development of energy, transportation, food;

20' small business, and environmental improvement pOlicies

21 and prograni,s requited for full employment and balanced

22.. economie growth, and required also to combat inflation

23 by meeting full economic levels of demand;

24 .`(2) the quality and quantity of- hehlth care, educa-

25 tion and training programs, child care and other human

4 4 .



services, and housing, essential to a full economy and

2 moving gradually toward adequacy for all at costs within

their means;

"(3) Federal aid to State and local governments,

5 especially for public investment and unemployment

related costs;
,

"(4) national defense and other needed interna-

JC

9

10

11

tional programs; and

"(5) such other priority policies and programs as

the President deems appropriate.

"( f ) The President shall establish procedures to insure

12 that ntcmbers of the Cabinet, relepant regulatory

13 other relevant officers of the executive branch,

14 'ahairinan of the Advisory Conatayee on Full Employment

1.5 and Balanced Growth have an opportunity to review and

16 make recommendations. to the President prior to his or her

17 submission of the 'Full 'Employment and Balanced Growth

18 Plan to the Congress. The annual reports of departments

19 and agencies Aall'include reports on any actions and studies. '.
,

20 undertaken related to the implementatiton of the Full Ent:-

21 ployment and Balaneed Growth Plan.

22 "( g) At the time of the submission of the proposed

23 Full Emidoyment and Balanced Growth Plan to the Con-

24 grew, ;th c.President shall transMit copieJ of the Plan to the

25 OPPeraor Of each State and to other appropriate State and

4 5
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1 local officials. Within sixty dcws after the submission to Con-

2 gress of the,proposed Tull Employment and Balanced Growth

3. Plan, the Governor of each State may submit to .the Joint

4 Economic Committee a report containing findings and rec-

5 ommendations with respect to the proposed Plan. Any such

6 report submitted by a Governor shall include the views and

7 comments of citizens within the State, after public hearings

8 have been held within' the State, A Governor may, ft he a;

9 she so desires, submit at any time to the Jctint Economic

10 Committee such additional reports or information in respect

.to matters placed by this Act within the respon.sibility of

12 the Joint Economic Committee as the Governor deems

13 advisable:

14 ECONOMY IN GOVERNMENT

15 ' SEC. 105 . ( a ) The C ongress!" finds and deeldies Sat

18 wideSpread duplication and contradiction. 'Cuffpfig:',Eederg,.
t, .

17 departments and agencies, the failure to estabis1i flAg-term

18 priorities, lack of adequate information on the impact of

19 FtVal riliguldtions and programs, and.the lack of a process

. ,
20 for developing more efficient altirnatives'for achieving the

.21 Nation's priorities are impeding.4e.rederal Government .in

22 erwiently implementing full employment and balanced

23 growth policies. Thc Congress further declares that genuirNs,

.efficiency in Government .1tequires time. and planning. Ac-
......

25 cO;4ingl7),;iti.4,1110.:Ourt,Ose of this section to utilize the com-
:.
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1 prehensivi' planning framework established by section 104

2 to improve the efficiency 'and economy of the Federal

3 Government.

1
4 (b) In carrying out this section, the President shall,

5 in conjunction with the submission of each Full Employment

6 and Balanced Giowth Plan, submit proposals for ,improving

the efficiency and economy of the Federal Government, in-

8 eluding, but not necessarily limited to-

9 (1) a review of existing Government rules and

10 'regulations to determine if they still serve a public pur-

ii pose and are_propenly designed; and

12 ( 2 ) an annuaf.evaluation of 20 per centum of the

13 dollar volume of existing Federal prOgrams which are

14 in effect each year, and the submission to Congress of aj.

15 formal analysis of the economic and social impact anil.

16 value of each program.

FISCAL AND MONETARY.POLICIES

sEc.,ide. (d). The Emplaymelt 'Apt of 1946 is amended

19 by inserting after section 3A, as added bythis Act, the follow-

20 ing new section':

21 "FISCAL AND MONETARY POLICIES

22 "SEc. 3B. a) The Pre;ident's Budget and Economic

23 Report shall be consistent, with the Full Employment and

24 Balanced Growth Plan, and Me Economic Report shall set

25 forth for each year the following:

47



. 1 "(1) The level and composition of Federal expenditures,'

2 measured against estimated capabilities at full employnient

3 and production, neeessary to support the annual economic

4 goals proposed in section 3 and to support the Full Employ-/
5 ment and Balanced Growth Plan, taking into account the

6 role of the private sector and f State and loval governments

7 in supporting these purposes. The President shall also make

§-411 determination of the extent to which the use of aggregate

9 fiscal and - monetary policy, without the supplementary

10 employment policies provided in the Full Employment and

11 Balanced Growth Act of 1976, will achieve the produc-

tion, employment, pirchasing power, and priority goals

13 required in sections 3 and 3k Whenever ,the economy .is

14 operating at full production and employment, or subjected

15 to excessive overall strain, the general principle to be fol-

16 lowed is that priority expenditures established in section 3A

17 e) shall not in general be reduced, allowing for some varia-

18 tions for countercyclical purposes, so long as it is feasible to

10 reduce relatively less important expenditures, or to resort to

20 means set forth in paragraph (2) below.

21 "( 2) Federal tax policy consistent with expenditure

22 levels in paragraph (1) of this subsection necessary to (A )

23 balance the Federal budget or create a surplus under-con!

2,4 ditions of full production, employment and pUrchasing power,

25 (B) estrain,excesSive economic activity and inflation when

4 8
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1 toteldemand thiectens-;to exceed the Nation's capabilities at

2 full employment; (C ) avoid fiscal drag upon the economy

3 during any periods of substantial economic slack, and (D )

4 contribute to the needed level and distribution of purchasing

5 pother.

6 " (3) A nioneein ,g6licy designed la assure such rate of

7 growth in the Nations rrettney supply, such interest rates,

8 and such credit' availability, ingluding policies of credit

9 reform, allocation, and international capital flows as are con-

, 10 ducive to achieving and maintaining the fUll etTiployment,

11- production, purchasing potOer and priority ,goals specified in'

12 sections 3 and 3A.

13 "(b) The Board of Covernors of the Federal Re8esn10
r

14 Syotem shall. transmit to .the President. and the Congress;:,., ,

. .

Y
1.5 within fifteen days after the transmission of the Economic

16 Report or the Full Emp4yment and Balanced Growth.

whichever may conis earlier, an independent. statemenk

18 setting fortkits- intended policies for the year ahpad with

19 respect a it.9 functions, the extent to which ,these policies

wil20 l support the achievement of the goals in section 3 .and

section 3A, and ,a full justification for any svhstantial vari-

22 'ations from the President's goals and recommendations. If

28 the Preiident detrnines that the Board's policies are incon-

74 Sistent with the. achievement al the goals- and policies- pro-
.

pos;d under this Act, the President shall Make. recommenda-
;.



1

2

3

'gams to tit*e board 7);/' irta to, pnress to insure closer

conforpity to the purposes of thiS:Aqtv

ANTI-INFLATIpAi POMMES

4 'SEC. 107. (a) Section 3 of the Employment Act: of

5 1946 is amended by adding at the end thereof the following:

'6 "(d) The Economic Report shall each year contain

7

9

10

11

12

13

14

a comprehensive set 'of anti-inflation policies, including, but

not necessarily limited to

"(1) a co1prehen8ive'4,4Ormation system"to moni- 7

tor and analyze inflationary trends in individual eco-

.nomic sectors, including information on the -interna-

tiinial sector, so tharthe President anttiCongress can be

alerted to developing, inflation zeroblintsind bottlenecks;

"(2) tke use oof monetary and fiscal policy 'geared
.

to the capabilities of the economy operating at full - em-

ployment as provided in' section 3B ; !

"(3) programs and policies Employ-
II

19 men0 and Balanced 20rixiith Plan for increasing the

19 supply of goods, services, lalrn:, and capital in struc-
.1,,

'20 turally tight markets, with particular .emphasis on in-
.,.

21 creasing the supply of food and energy;

22 "(4) provision for an export licensing mechdnism

23 f or f ood and ..ciher critic
. ,';':, '._,

,Well-béialt iss threaten,ed
. ,s. , , .

4.';',,.1nadequate to,r m
.

,,meet do
.... ...

24

.

materials' wkn ?he national

use projected =Willi -are

needs without drastically

: 7

s '40
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al

increasing prices, and the esiablishment of stockpile

reserves of food and other critical materials in order.

3 to nieet emergencies vsuch as flOods and famines and to'

4 mazntain reqsVnable price stability pnd adequate farm

income; ,,,t

6 "(5) encouragement to labor ;,itid management to
.4(

incrtase productivity within the national framework of

8 fll employment through yoluntary arrangements in

9 t9 industries and econchnU sectOrs;
. 4.,

10 "(6) reCommendations to etrengtr 4nd enforce

the antitrust laws and such other recomtnendations as

12 are necessary to increase competition in the private

13 sector; and

14 "(7 ) ,recommendations fOr.administraiive and legie-.,

lattve aoni to promote reaSOizagle price stability zf
;

16 situations develop that seriously threaten national price

17.

18 COUNCIL OF ECONOMIC ADVISEES.

SEc. 108. (a) The 'second sentence of section 4( a) of

20 the Employmett Act 4f1946 is'amencled by,inserting "full"

immediately after "proniote".

(6)(1) Section.4(c) (1) of such Act 'is amelided by

i . .
nserttng.tmmedtately before the semicokrn: a comma and the

24 following : "and the Full Employment and Balanced Growth

25 Plige
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(2) Section 4(c) (4) of such.Act is amended by insert-

2 ing "full" immediately after "maintain". I

3 c) (1) Section. e) (1) of such. Act is amended by
4 inserting immediately before the semicolon a comma and the

5. following: "and shall consult ,with the Advisory Committee

6 _established under section 6."

,7 (2) Section 4(e) of such Act is amended by striking

8 out the period at-the end Of pctragrap1,1. (2)- mid insertinf in
9 lieu thereof a semicolon, and by adding after suchitparagraph

10 (2) the folloWing:

" (3) In this connection, the Council is authorized and :
12 directed to seek and obtain the cooperation of the various
13 executive and independent agencies. in the develOpment of
14 specialized studies essential to its responsibilities."

15 'ADVISORY COMMITTEE ON FULL EMPLOYMENT AND

16 BALANCED GROWTH

ri', SEC. 109. The Employment ,Act of)1946.is amended by

18 adding at the end thereof the following new section:

`ADVI.SORY COMMITTEE ON FULL EMPLOYMENT AND

.20 BALANCED GROWTH

"SE,-6. (a) To furnish advice and assistance to the
22 Council of Economic Advisers in the preparation and review

23 of the Econo.Micilepoil and Full Employment and Balanced

024 GrOwth Plan, there is established an Advisory Committee on'

52



1 Full Employment and Balanced Growth, which- shall con-

2 si.st

"( 1) four members, appointed by the President/

4 "(2) four mem,beill apfointed by the Speaker 7b1;

5 ; the House. of RepreseatatiVes;. and ., ,

6 "1 01;.,. four membeo appointed by the President

pro tempore of the Setzate
-

.

'8 "(6) The Committee shall elect a Chairman, and shall

meet at t,he call of the Cflairma, but not los than twice a

19 year. The members of the' Advisory Committee shall be am

11 pointedfor terms of two years from among representatives of

12 tabdr.,.. industry, agriculturv comumers, and the iittblic at

13 la rge, who are tspecially competent. by virtue of background
0, 0

and experience to furnish advice to the Couigil on the views

15 4and opinions of broad segments qt..; ;oublic on matters

16 involved itethe formUlation and implegFiitatiton of goals and

17 policies for full erni)loyment and balanced growth.'

18 "( c) Each member of the AVvisory Committee shall 1,te

19 entitled to be compensated at a rate equal to the per diem

26 equivalent of .the rate for an individual occupying a position

21 at letzel 1.1.1 of the Executive. Schedule under section 5314

22 of title 5, Utlited States Code, when engaged in the actual

perfortnance of his or her duties as such a member, and each

24' member shall be entitled to reimbursement for, travel, sub-
5 3



1

3

4

5

6

8

sistence, and other necetsary expenses incurred,in the per-

formance of his or her' duties.

".(d) The Advisory Comthittee is authorized to estab-

lish regional; industry,and special advisory subcommittees to

furnish advice and aSsistance to it. Each such subcommittee

shall consist of at least one member of the Advisory Commit-

tee and seltall be broadly representative of the particular

region or industry, including lnisiness; labor, consurner

9 _interests, and other intereited groUps.

10 "(e) The Chairman of the Council of Economic Ad-

Visers shall furnish the Advisory Commiitee with such per-

12 sonnet, facilities, and services as he or she deems necessary to

13 enable th Advisory Committee to perform its functions

14 under. this.Act."."

15 .-'77TLE 'IP--COUNTERCYCLICAff, STR.UCtURAL,

16 AND. YOFTH EMPLOYAIENT POLICIES
s-. .

17 'STATEMENT OF PURPOSE.

18 SEC. 201. It 'is the purpose of this title to estabb6h

19 supplementary employment policies tO close the, employ-a

ment gap; if one should exist, between the levels of em-

21 ployment achieved through aggregate monetary and fiscal

22 policy ando'. the employnient goals established in 'sections 3

23 and 34 of the anployrizent Act of 71940. Accor`dingly, this

24, title establishes a system of comprehensive and flexible. tern-

25 ployment policies to create jobs in bOth the pribate and
,

L' ,)r.
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1 public sectors of the economy that encourages the optimum

2 contribution of the private sector and State and1.001 goy-,

3 ernments tow.ard the achievement of the goals ant purposes
s

4 of this Act. These supplementary employment polkies aall

5 vary according to economic conditions and the othir actihns

6 taken under this Act, but shall have the broad objeoi4

7 reducing cyclical, structural, regional, and youth unemploy-

8 melt, and unemployinent due to discrimination. It is also

9 the purpose of this title to establish a Full Employment

10 Office within the Dcpartme»t of Labor to use special means

ii fdr training and providing employment for those people who'

12 are otherwise unal4 to find employment. It is the further
iz7

13 purpose of this title to mandate improved integration of in-

14 come maintenance prof/ r-.1Ins and full employment policies.

15 COUNTERCYCLICAL EMPLOYMENT POLICIES

16 SEc. .2021 (a) (1) The Congress finds and declares

ri that.
18 (A) the Nation has been unprepared to promptly

implement employment policies during periods of eco-

nomic downturn and resultant high unemployment;

(B) exi.sting policies are so diffused and fragmented

at all Jevels of government that it has been impossible

23 to implement a comprehensive countercyclical employ-

ment program in a coordinated manL; and

'25 (C ) the lack of a coherent, flexible, countereyclical
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1 employment policy reduces'the prospects of the Nation

2 solving economic and re/ated socia/ problems which

'3 threajr fundamental national interests and objectives,

4 including those specified- by this Act.

5 (2) It is the purpo,;ie of this section to require the

6 development of a. coherent and flexible countercyclical em-

7 ployment policy, creating jobs in both the priviltte and -J
8 . public sectors that are valuable to States, local coihmunitid,

9 and the Nation, and thereby reducing employmeni gaps

10 that may remain despite the appropriate implementation of

11 other prOvisions of this Act.

12 (b) (1) To Carry out the provisions of this section, t4e

13 President shall within ninety days after the dgte of enact-

ment of this Act tran;mit to the Congress a comprehensive

15 proposal, together with such legislation as is necessary, which.

16 shall establish on a permanent basis the range of supplemen-

17 tory employment policies find programs necessary to reduce

18 high unemployment arising from cyelical movements in the

19 economy. The countercyclical action provided for in this sec-, .
20 tion relates to periods of high unemployment, regardless Of the

21 stage of the business cycle.

22 (2) In establishing the component parts of such a corn-

23 prehensive proposal, and making a determination of the role

of each, the President should considerthe following program-

25 matic entities-

56
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L(A) countercyclical public servile employment;

2 (B) accelerated public mark?, inclutling the develop-
,

3 ment of standby OW wOrks projects;

4 (C ) State and local countercyclical grant programs

5 as Specified in section 203 ;

6 (D ) the levels and duration of unemployment in-

7 su ranee ;

( E ) skill training ito both the private and public

9 sectons, both as.a general remedy, and as a supplement

10 to unemployment insurance;

) youth employment yrograms as specified in

sector 205 ;

11

12

13

14 '

15

( G ) a con4munity development program to provide

employny in-lictivities of value to the States, local *,

communities,tond the Nation; and

16 (A) aunentation of other employment and man-
-

.17 power programs that would prove helpful in meeting

18 high levels of unemployment from cyclical causes:

19 ( c) To insure that the compOnent parts of the counter-
,

20 cyclical proposal establishes an integrated and flexible pro-

21 gram, the President shall

: 22 (1) utilize eiisting employMent and training

23 - mechanisms as appropriate;

24 (2 ) provide for advance planning for counter-

57
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cyclical employment programs among the Federal De-

partments and agencies;

(3) provide for an automatic trigger or set, of co-

ordinhted triggers that would implemenC the program

during a period of rising unemployment, and phase out

the program whentr neinployment is appropriately

reduced;

)
(4) insure that allocation of employment assistance

takes into account the siverity and 'geographic distribu-

tion of unemployment, and the special needs of the

unemPloyed groups within the labor force;

(5) provide for a. well balanced. combination of job

creation and 'related activities in both the private and

public Sectors of the economy; and

(6) incorporate' _effective transitional mechanisms

to facilitate individualS assisted under programs devel-

oped pursuant to this section to return promptly to

regy1io7private and public employment as, the economy

recovers.

20. COORDINATION WITH STATE AND LOCA-L GOVERNMENT

21

22

AND PRIVATE SECTOR ECONOMIC ACTIVITY

SEC. 203. (a ) As an integral part of the comprehensive

23 counteregclical employment policies established under section-

24 .202, the President shall set forth programs and policies to

25 facilitate harmonious economic action among the ,Federal

5
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1 Government, regions, States and localities and 'the private

2 sector to promote the (1) achievenient of the goals and

3 . priorities of this ACt .and the Employinent Act of 1946,

4 . and (2) an economic environment in which State and

5 local governments and private sector economic activity and

6 .employment will pro,11)er 'and essential services will be

7 maintained.

8 (b) As a primary effort to meet the requirements of

this section, the President shall within ninety days after the

10 date of .enactment of this Act tranmit to the .Congress

11 kgislation creating a permanent, countercyclical grant. pro-
,os

12 gram that will serve to stabilize State and local budgets

is during periods of recerion and high unemployment. lit

formulatim, his proposal, the President shall endeavor to

15 meet criteria that establish .a program (1) funded to take

16 into account total State and local expenditures and the na-

17 tional unemployment rate; and (2) automatically imple-

18 mental when the national unemployment rate exceeds a

13 specified rate.

20 REGIONAL AND STRUCTURAL EMPLOYMENT POLICIES

21 SEC. 204. (a)(4) The President shall within one

22 hundred and eighty days .after the date of enactment of this.

23 Act transmit to Congress a compresensire.regional and struc-

,,.24 tural employment proposal, including such legislation as

25 necesisary, designed to reduce the chronic underutilization of
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human and capital resources in certain areas of the country

2 and in groups wiihin the labor force. In formulating the

3 regional components of such a propesal, ,the President shall

4 entourage private sector production and employment to

5 locate within depressed regions, inner cities, and rural areas

6 with subitantial unemployment. The President's regional

7 employment proposal shall also include _ an analysis of the

8 extent to which Federal Governmint tax, expervlithre, and

9 employment pOlicies have inflUence&the moveinent of, peopl ,

10 jobs, and industry from chronic high unemployment regions

11 and areas, and proposals designed to correct Federal policies

12 that have an adverse economic impact upon such regions and

13 areas.

34 (2) In formulating the structural components of such an

15 employment program, the President shall utilize existing

16 employment and training mechanims and other existing

17 programs, as appropriate, and such other measures as

18 necessary.

19 (b) To further,meet the requirementsvf this section, the

20 President shall trammit to the Congress, within one hundred

21 and eighty days after the date of enactment of this Act, leg-

22 islation providing an institutional means designed to encottr-

23 age (1) public hnd private investment in economically

24 depresied regions, inner cities, economic sectors, and rural

2, ,5 areas with substantial unemployment; and (2) provide an

6 0
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1 alternative sourpe of chpital funds for local and State'vv-

2 eruments to finance public facilities. In formulating the legis-*

3 lation required by this sectfb the President shall include

4 pi.ovisk,nr for-

5 long-term loans at low rates o interest no

6 higher than thee average rate. of long-terrn Treasury

7 borrowings plus servie costs;

8 (2) capitalization through public stock gnd bond

9 , subscriptions, .stock purchases, by the State gOveinments,

10 local governmentsç and buSinesses that benefit from the

11. program, and fi»ancial assiscnce from the Federal Gov-

12 ernment; and

13 (3) criteria setting priorities for cissistance to State

14 and lo6al governthent and businesses, with special atten-

15 tion to areas with unemployment rates consistently and

16 significantly in excess of the national average, to achieve

17 the objective of increasing employment in such areas,

18 and increasing total employment.

19 YOUTH EMPLOYMENT POLICIES

20 SEC. 205. (a) The Congress finds and declares that-

21 (1) serious unemployment and economic disadvan-

22 tage exist among youths, this group constitV4 a sub- '

23 stantial portion of the Nation's unemployment, and this

24 significantly coAtributes to crime, drug addiction, cFnd

25 othi+ social and economic problems;

1
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(2) many youths ' 114 ve .special employment needs

2 and problems which, if nof promptly addressed; will.

substantially contribilte" to more severe unemployment

:4 ! problems in the long run; N.

,
(3 ) a significant number V youths in certain areas

even in the beit of econoMic circumstances do not have

adequate access to employment opportunities providing

effective entry into the,labor force; and

(4) existing employment programs for youth are

16 fragmented and inadefluate, and the special needs and

problems of youth unemployment require the develop-

12 ment of a permanent, comprehensive youth employment ,
,

.13 program which will meet. t'lle job needs of youth.
.

.

14 (b) To meet the requirements of subsection ( a), the

15 President shall transm'it to Congress within niUety days after

16 the date of enochaent ,pf this Act legislation creating a corn-
-.

'17 , l'prelrensiVe youth emjlinent program, which

(1). utillAV e iesonrces and faeiliiies of existing

yoUtik.eniploYment and training programs that are de-

20 signed t- tide job,apportunities for youths,

21 ,( 2) provides for other Olicies and -programs nem-

22 sary to provide emplOymeit forvOuthsi and

23 0) contributes to' carrying out the policies of this

24 Act and the Ayloyment Adt of 1946.
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1 (e). In formulating such a program, the President shall

2 includj provisions'designed to

g: (10 fulk coordinate youth employment activities

4 with other employment and manpower programs;

5 (2 ) develop a smoother transitiOn froni school .to

6 work by fostering a more effective partnership. betwegit

7 educational and emplayment institutions, such as busi-

8 W4sses; employer associations. and labor unionS;

9 ( 3 ) prepare disadvantaged and other youths with

10 employabilky handicaps for hgular self-sustatning em- .

11 ployment through education,' training, medical services,

12 oaunseling, and other support activities;

13 (4) deVeloe realistic methvds for eambiniqg.train-
.

14 .ing with work, çncluding apprenticeship and on-the-job

15 training in the private sector; and

16 ( 5 ) provide job opportunities for youths in a variety

17 of tasks, including conservation, publio service activities,:

18 inner cup eNanup and rehabilitation, and other jobs of

19 value to States, Ideal communities, and the Nation.

FUL EMPLOYMENT OFFICE AND RESERVOIRS OF

21 EMPLOYMENT PROJECTS

22 SEC. 206. (a) In oeder.to insure that full employment is

23 achieved under this Act, the President, through the Secre-
_

24 tory of Labor, shall develop policies, procedures, .and pro-



a.

2

3

4

5

por;tutliti t .'4dult

dseeking t. wo k but whb

ODtatn. etnpwr , are' un'able
(1)_ .

c`

economic envir rent, or throukft

any of the other provisions of this Act. k

6 '(b) There'is eatablished within the Depailment of Labor.

7 a Full Emplakment Oftlëe to' assist the- S ecr et ry of Labor

.8 in providing the,. einploythent opportunities required, under

9 sithsection (a). Under ,the *sypervision bf 'the Secretary af

19 Labor, the Office shall be Rhased in consistent with subsec-

11 tion (d) of this section. .

12. ( c) In meeting the responsibilities to provide job opPor-

13 tunities ander Subsection ( d) and after
.:.
full utilization of the

14 Comprehensive Employment ,and Training Act of 1973,

15 "the Secretary of Labor shall, as appropriate-

16 (1) assure that c'ou.;riselirig, 'training, and other

17 support actiVities necessary to prepare ()persons willing

and seekinftork far employment is provided under the18

. f 19

20

21

22 .;

Comprehensive Employment arid Training Act of 1973;

incluVing the use of section 110 oi such Act when ne.c.:*

esscirk.; and

(2) refer:persons able, willing,-and seeking to work

23 to job opportunities in the private and public sebtors,

24 , through the existing public imployment placement fad"-

25:-4 ities and through the United Statk Employment Serv-
..

(3 I



12-- ice, including job opportunities in positions drawn from

- 2 sections 202, .204, and 205 of this Act.

3 (d) Insofar ,as.adilt Americans able, willing, and seek-

4 ing work are not provided with job opportunities under se6-

5 tion 206(c) Or otherwise under this Act, such opportunities

6 shall be provided by the President through reserVoirs of fed-

erally operated public employment projects and, private

8 popprofil employment projects aAroved bu the Secretary

9 of iabor. Phe number and nature of such *reservoirs of .em-

10 ploynrent projects shcdl be determined in conjunctien. with

11 the policles and programs of the Fiat *Employment Offwe

12 established under subsection (b) and the other jdb. creation

13 provisions of this Act.- The provisions of this subsection shall

. .14 be phased in by t6 President, in conjuncdon with the annual

15' employment recommendationi .reguired. under section '3 of

16. the Employment Act of 1946, in order to achieve a rate of

17 unemployment not in excess of 3 per centum as eStablished

18 by section 3A d) of ch Act.

19 (e) The Secretary, in carrying out the' _provisions of

this' section, shall establish such regulatians as he or she

deems necessary. Suth regulations shall include provisions

20

2.1

22 for-
23 (1) an initial determination ,by' ctlie Full Employ-

ment ()ewe of the job seekers' ,ability to be employed

at certain types pnd duration of work so that he or she

Si=



1 may.be appropriately referredjo jobs, training, counsel-.

2 ing, and other supportive service;

3 ( 2) compliance with the nondiscriminatign provi-
- ,

4 sions of this' Act .accordance with section ,401;

5 (3) "such p *ty;f:Itteria as may,be appropriate to
.6 establish the order 4n which persons able, willing, and

seeking to work arelprovided jobs, under this section, so

8 that such persons whoiSie need eiployment are given

9 ° first consilpation and, in determining the priority order,'

. 10 : the Secretary: shall coithicler such factors .as duration, of

11 unemployment, number of people eciipomically depend-
':

12 ent upon awl such person', expiration of unemployment.

13 . insurance, household income, and .any other factors

14 essential :to determining employment need;

15 (4); appropriate eligibility .criteria to limit access

16 to the program authorizedo,,under subsection (d),

ing but not limited to such criteria as household income,.

18 duration of unemployment; and refusal to accept or had-
19 a yob which pays . whichever is the highest of (A)
20 the prevailing wage, as determined by the Secretary of

21 Labor, for that type of work in the labor market in
22 wh.

3
9n.
24

43tc4 job occurs, or ( B ) fair rates of corapensa-
,

tion asdetermined andpnsection 402 of this Act; and,

(5) such Anincistratwe appeal procedues as may
,

72-531 0 -76 - 5

6 6
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be appropriate to review the initial determination of the

2 abilities of perSons willing, able, and seeking to work

under clause -(1) of this subsection and the eMployment

need and eligibility under clauses (3) arid (4) of this

subsection.

6 Compliance with the requirements of clause (4) of this

7 subsection relating to a person's eligibility for assistance
o

may-be; satisfied by an affidavit subrhitted by persons seeking.

9 assistance: If such, person knowingrg primides f alse. informa-
.

10 don in any such affidavit, he or she shall be ineligible for

11 . any assistance under this section. and shall, in addition, be

12 subject to prosecution .under section 1001 of title 18, United

13 States Code.

14 INCOME MAINTENANCE :IND FULL EMPLOYMENT POLICIES

la , SEC. 207. ( a) Congress finds and declaces that to

16 'achieve the goalS of full emplogment: and bnlanced growth'.
r

17 it is essential that the employment policies prescribed by this -

,.,18 Act and the Employment Act of 1946 give adequate at-

.9. .t6ntion t o (1) -Providing guality jObs That improve the .

20 work" en-vironment,. 'strengthen income and eliminate sub-

21 standard earnings; ( 2) imPromng
,

and integrating .existing

22 public and private income maintenance pvograms with the

23 full employment policies of this Act and the _Employment Act

24 of 1946; and (3 ) substituting work for income Maintenance

67
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' to the. maximum exte-at feasible-, taking account of the need

2 , for adequate 'income maintenance aniong those who cannot

be brought within the full employment policy,

4 (b) To meet.the tequarements of this sectipn, Presi-

5

7

dent shall within ninety. days after the date'of the enactment
a

-of this _Act transmit to Congitss a proposal, togetler with
I. ,

suCh legislation- as is necessary, analyzing thwelationship

8 of in'come maintenance needs, existing income In.aintenance
.0'

a programs,and tht frull,-,-employment policies reguiltd by .this

- jO Act and the Emploitnent Act of 1946 and make recom-
v

. mendations on how lhe inceigne maintenance and, employ-
,

12 ment policies, can be integrated to insure that emplbyment
. t

13 is substituted for igcpme maintenance to the maximum
. 14 extent feasible.

15 ANhrPROCEDURES`FOR
16 'CONqRESSIONAL 'REVIEW.. .

17 STAI'EMENT OF PURPOSE.'

18 SEC. 301. The picrposes 'of this title are
, (1) to establiSh pr(Weditres for'congressional action

andkLew With respect to the Economic RePort, the

19

20

21

22

F'ull 'Employnielit and.Balanced. (i,rowth Plan, the re

port of the Roardwof ,.Garernoris of -the Federal Reserve

System; and. The -ether pOlicieS -0(4 provisiQns of this Act

and the Empoliment Act of 1D46 ; arid
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(2 ) to e&tablish a Division of Full EmPloyment and

Balanced G rowth within the Con.gressional Budget 0 Ilice.

GENERAL CONGRESSIONAL REVIEW

SEC. 302. (a) To prOvide for comprehensive economic

and employment policies to meet the objectives of Mis Act and

the EmplOyment Act of 1946, and to provide .Congrem with

7. guidance on 'these matters, the appropriate committees of the

8 Congress shall review and revise, to the extent deemed th,sir-
';

9 able, the economic goals, priorities, policies, and proyram.s

10 proposedunder such Acts by The President and the Board of
S

.11 Governors of the Federal 1?eserve System. The Congress

12 initiate or develop uch legislation as it deems neceSsary to

13 implement the.se proposals-and IAjectives, after such modilica-

14 lion in such p4osals as it deems desirable. Nothing in this

15 Act Mall be construed to prevent the CongreSs or any of its

16 committees from c.onsidering or initiating at any time action

17 to plement this Act.

18 (b) In addition to its responsibilities under the Employ-

19 men!. Act of 1946 with respect to the. Economic 1?eport,

20 thc Joint Economic CommiNee shall carry out. overall review

21 of executive -branch policies under this- Act, with special

22 attention to. general economic conditions, the setting of

23 national econoniic goals in the Economic Report, .the Full

2A Employment and Balanced Growth Plan, and the relation-

25 ship of economic policy measures to the fulfillment of the

6 9
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1 goals/ and priorities established under thio Act and under

2 the Employment Act of 1946,'

3 (c) In addition to theix reirponsibilities -under the Con:

4 gressional Budget Act of 1.974, the Committee on the Budget

5 of the Senate and the Committee on the Budget.of the House

6 of Representatives shall review, -in conjunction witk report-
.

7 ing concurrent resolutions on the budget under the COngres-

8 siond Budget. Act of 1974, the fiscat'policy, .eConomy in

9 government policies, anid Federal budget priorities recom-

10 mended by the iittesident.

11 (d) The other appropriate Committees of Congress shall

12 review and Wort on those policies or programs implemented

13 or submitted which relate to matters within the jurisdiction of

14 each such committee.

15. CONGRESSIONAL 1axIET:17 OF ECONOMIC GOALS IN

16 ECONOMIC REPORT

17' SEC. 303. (a) In conjunction with its review of the. Eco-

18 nomie Report, and the holdino hf hearings on the .report, as

fg required under the Employment Act. of 1916, the Joint Eco-

20 nomic Committee shall reView and analyze the annual_nu-

21 merieol goals for eug4oyment, production, and purchasing.

22 power recommendfd by the President in fulfillment of section

23 3 of the -Employment Act of 1946. Subsequent to suck a

review, the Joint 13conom . Committee shall make reeolit-

25 mendations to the Congress on the appropriate annual. nu-

7 0
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merical goals for employment, peoduction, and purchasing

2. power, subject to the requirements of 'section 3A( d) of the

3 Employment Act of 1946 relating to those periods when

.'"4 unemployment is to be reduced to given levels.

5 (b) Sectione301( a) of the Congressional Budget Act

6 of 1974 is amended

7 '(1) by striking out "and" at the end of clause

- 8 (5);

9 (2) by redesignating clause- (6), as clause (7) ;

10 and

11 (3 ) by inserting after clause ( 5) the following

12 new clause:

13

14

15

1.6

"(6) numerical goals for employment, production,

:and purchasing power; and".

(c) 'The second sentence of section 301(e) of the

Congressional Budget Act of 1974 is amended to read as

17 I ollows::"The Joint Et;onomic Committee shall also silinnit

18 to the Committees on the .Budget of both Houses its recom-

19 mea.dations as to the fiscal awl monetary policies appropriate

20 to the goals of the Employment Act of .1946. The Joint

21 Economic Committer sholl further submit to the Com-

22 millers on the Budget of both 1 1 ouses,, in accordance with

23 section 3 of the Employment Act of 194W, recommendations

24 WI an aria/ numcrientitods f or EioplOyOwnt, production, and

25 purchasing power designed to achieve full employment of
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1 the NatioA's human and capital resources as promptly as

2 possible.. These recommendations shall be incorporated by

3 the Committee on the Budget of each House in the first

4 concurrent resolution on the budget referred to in subsec-

5 tion (a) reported by that committee, witk modifications if

6 necessanj to fulfill the objectives of the Full Employment

7 and Balanced Growth Act of 1976, and to meet the yequire-

8 ment of section 3A of the Employment Aet to achieve

9 full employment within not more than .fonr years after the

.10 enactment of the Full Employment and Balthiced Growth

11 Act of 1.976. In the event that the'Committee on the Budget

12 of either House modifies the annual numerical gods for

13 employment, production, and purchasing poper recom-

14 mended by the ...Joint Economic Committee, that Budget

15 Committee shall provide its reasons for such modification in

16 the report accompanying the first concurrent resolution.

.17 CONGRESSIONAL REVIEIV OF FULL EMPLOYMENT AND

18 BALANCED GROWTH PLAN

19 . Six. 304. ( a) Each proposed Full Employment and
,20 Balanced Growth Plan *in:milled to the Congress by the

21 President under section 3A of the Employment Act of 1946

22 (hereafter in this section referred to as.O '.!Propose(/ Plan")

23 shall be referred to. the oint Economic Committee. Within

24 sixty days,after receipt by the Congress of o Proposed Plan,

25 ench stonding committee of the Senate ond the House of

7 2
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1 Representatives and each joint committee of the Congress

2 shall-submit to the Joint Economic Committee a report con-

3 taining its views inendations with respect, to as-
. ,

4 pects of the Pr 4,710%, whieh relate to matters within
, -

5 the juri,sdiction of st-Awrrmittee or joint committee.

6 (b) The Joint Economic -Committees shall ...hold hear;

7 ings for- the purpose of receiving tts,stimong from the Mem-

8 bers of Congress, appropriate representatives of Federal

9 departMents and agencies -and such representatives of the

10- general public and interested groups as the joint committee

11 .decam advisable. The joint. committee shall also consider

12 the comments and views on the Proposed Plan which are

13 received from State and local officials.

14 .(c) Not later than one huldred and five days after the

15 submission of a Proposed Man',to the Congress, the mem-

16 bers .of the Joint Economic Committee who are Members- of

17 the House of Representatives shall report to the House,

18 eind the members of the joint lommittip...,who are Members-
.

19 of the Senate shall report to the Senate, a concurrent resolu-

20 tion which shall ,state in substance that- the 'Congress ap-

421 proves or disapproves the Proposed Plan, in whole or in

22 part, and which may contain such alter»atices to, modifi-

23 (ations of, or falditions to the Proposed Phut (Ls lhe joint

24 committee deems apprOpriate ow/ in accord with the, purposes

25 qf this Act and the -Employment Act of 1946. The report

7 3
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1 accompanging such concurrent resolution shall include' find-

2 ings and reCommendations of the joint committee 'with respect

3 to- each of the main recommendations coutained in the Pro-

4 'posed 4Van.

5 (d) (1) When a concurrent resolution referred to in sub-

-A 6 section (c) has beep reported to the House of Representatives

7 it shall at any time therthfter be in order (even thOugh a

8 previous motion to the seinte effect has been disagreed to) to

9 move to proceed to the consideration of the concurrent resold-

.10 tion. The motion shall be highly privileged and not debatable.

ii Amp amendment to the motionsholl not be in order, nor shall

12 it be in order to move to reconsider thxvote by whieh the

13 mdlion is agreed to or disagreed to.

14 ,' (2) General debate on any Lch concurrent resolution in

15 the Hoyse of Representatives shall be in the Committee of the

16 Whole House on the State of the Union, and shall be limited

.17 to not More than len hours, which shall be livided nally

18 between those favoring and those opposing the concurrent

19 resolution. A. motion further to limit debate shall ,not be

20 debatetNe.

21 (3) Except to the extent specifically provided in the

, 22 preceding provisions of .this :mbsection, consideration in the

23 House of Representatives of any such concurrent resolutiOn

24 and .amendments thereto (or any conference report thereon)

25 shall be governed by the Rules of the House of Representa-
..

.e
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1 tives applicable to other bills and resolutions, amendments,

2 and. conference reports in similar circumstance.

3 (e) (1) Debate in the Senate on a concurrent resolution

4 referred to in subsection (c), and, all amendments 'thereto

5 and debatable motions and 'appeals in connection therewith,

6 shall-be limited to not"more t an ten hours. The time shall

7 be epially dividd between,,cmid controlled by,. the majority

8 leader and the minority laufer pr ,theirfliynees.

( 2 ) Debate in the Senat eitt m, en; 0 anys- _st

9

10 slid' concurrent resolution shall be. limited :to two hours, to

be, equally diVided, between, and con'a.olld by, the mover

and the manager of .tliA concuitent resolution. Debate ;on":
4,

11

12

13

ii
15

16

any amendment to an amendment, mid debate on anY de-

batable Motion or iippeal limited to:one hour, to be

equally divided lii?tween, 'qn'd contrbed .md the movo. and
. .

the manager of the conewrent resolution, except that in the

17 event the manager of .the coneurrent 'Nksolution is. in favor.0
18.. of anY sitch amendMent, ,m6t. n, Or appek, the time in'oppo-

19 sition thereto, shall be
. e miihrity leader or. .

fun,'

not germane to the pro7

shall be received.. Such' .

m the time tnder :their

20 his deSignee: No amend

visions of _the' Cone

22 ' leaders, or either of

23 't coitrol on the. pa.sS

, 24, additional time to an.

25. any 'amendment, debata

irrent resolution, allote-

unity the consideration

OT appeal.
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1 (3,irA motion in the lb further limit debate is
'4... '

2 not debatable. A motion to-.7.noatOniiiii -(except a motion to
:,.4-91-);,04i."-, i,.:.

.

,. .
recommit with instritetioi4tiffil0ort'hack within a Npec I lie(l

,`'.-riiir,,- :
,e ,

number of days, not' Co: c-jre01 tkree, not counting any day

on Which the Senate is"'
. . session) is not in'order. De-

.
. . ,

4

5

6

8

9

10

11

12

13

14

bate on any such ln to ieconimit shall be limited to

one hour, to be qua'

the mover and tile man

(4) The con

resolution shall be,

'tidedqetween, and antrolled by,

of the concurrent resolution.

'report' on any such concurrent

r in the Sanate at .anyi time after

the third day (exclidini Stitz4days,

holidays) folloleag day';'on iéh such a

report is report

A motion to pr.00

4,report may be. in Ave

.same eifeeflUs been di4gri

(5 ).: During the- c.onit

ferenee report
4

be limited to ct

controlled

their deing

rf
ys, and legal

conference

embers of the Senate.

lion of th'e conference

previous' motion to the

ion in the 'FienOte of the con-

concurrent resolution debate shall
,

equa'lly divided between, and

(gorily leader and minority leader or
A

ebate on any debatable. mfition or appeal
,..,.., , , .,

related to l'to f 0 tonferepee report Shall ;.be liniited to thirty. .

.. ..
. . A. ,

minutes,, 16 be equally divided between, and controlled Ind,

,the .4iliNand the 'manager of the cOnference report.

25 uld- the conference repOrt be defeated in the

6
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Senate, debate on any request for ti new coqerence and the

2 appointment of. (!onierees shall be limited to one hour to be
. .

3 equally divided between, and controlled. hy, the manager of

ilie con ferenCe report and the minority leader or his designee,

-A: 'ai?,d. should any motion .be made tv instruct the conferees be-

or the conferees are named, debate on such.motion shall be

ited to thirty minutes, to be equally divided between, and

controlled by, the mover, and the manage-r Of the conference

9 report. Debate on. any amendment to any such instructions

10 shall be limited to twenty minutes,- to be equally dunded

11 between, and controlled by, the mover and the manager of

12 the conference .report. In all---cases when the manager of the

conference report is:in favor of any motion, appeal, or amend-

ment, the lime in opposition shall be under the contrOl of the .

minority leader or his designee.

(7.) In any case in whieli there .are amendments in dis-'

agreement, time on .each amendment in the Senate shall be

limited to thirty minutes, to be equally divided between, and-

controlled by, the manager of the conference report and the'

minority leader or his designee: No amendment: that is not

germane to the .. provisims of such amendments shall be

received.

13

11

15

17

18

19

, 20

21

22

23

.24

25

(-0 Upon adoption of a concurrent resolution under

this section with respect to any. Prop-osed Plan, the concur-

rent resolution shall serve (18 a long-term guide to the Con-

7



gress with respect, to legislation relevant to the goals, priori-
.

,
2 ties, policies, and prograMa recommended in tiialkroposed

3

4

6.

Plan, as modified by the .concurrent resolution. A copy of

the concurrent resolution shall be transmitted to _the Presi-

dent by de. Clerk of the House of Representatiiies b; the
.4111,

Secretary of the Senate, as appropriate, for such actions as

the President deems appropriate.

8 DIV.PION OF FULL EMPLOYMENT AND BALANCED GROWTH

,. 9 SEC., 305. (a) There is established within the Con-
,

.10

4
12

gre4iona. I Bfidget Office.a Division bf Full Employment and

Balaiicet-Grottith -nereafter in this sectioll 'referred to.
'

as'the,"`DiVision' ) tO.;fi.,erform long-term economic analysis.

13 The givisiOn shizll be'14aded bY: a Deputy .Director who
..-,

14 sitall perform kis or her'ddlife-s Milder the supervision of the.. ..
. , . I,

15 Director of the Congressional Budget .,0 ffice and shall per-
-

16 form suck other duties as may be
,
assigned to,him or her by...,. ..

17 the Director. Such Deputy DirectorAall be appointed in the

18 same manner, serve for the same period, and receive. the

19 same compensation a s the Deputy Din! provided for in

20 section, 201 of the Congressional Midget Act of 1974.

21 ..(b) It shall be the first responsibility of the Division lo

22 Assist the Joint Economic Committee in the discliarge of its',

23 duties under this Act by providing, ais the Joint Economic

24 Committee may *i=equest-

25. (1) information with respect to long-term economic
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2,,

3'

4.
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frotnds, national goals, resource availability,

methods available to achim full employment an,

anced economic growth;

( 2 ) information;, necessary for the preparation of

the report and concurrent resolution referred to in section5

6 304(c); and

7 (3) such related in orma6on as-the committee .maY

8 request.

(c) At the request of .any eommitter oriu House of

Representatives or the Senate, or .Ony other joint pwimittee-

of the...Conyress, the Division shall provide .,to such com.-

inittee or ficAt 'committee the information necessOrylo fulfill

its responsibilities under this Act.

(d). At the request..of ony. Member of the H Mtn or 80,17,

15 ate, the.Dirision shall provide

tion .neeessary to fulfill his or her ,respoiisibilities ..under this

to each Member any informa-.

17 Act.

18 EXERCISE Ok RULEMAKING POWERS

19 r SEC. 306. (a) The provisions of thiS title (other tha»

20 . section 305) are enorted

.21

22

23 .and as such they shall be Chnsidere4d as part of the,

24 rules'Of each House, 'respectively, or of that House to

25 witich they specifically apply, and swell rules shay

the Congress

(1) as .an exercise of the ruleinaking" power of the

House of Pepresentatims and the Senate, respectively,

* "eq.
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t, .

supersede otber rules only to the extent that they are
-fNiL

2 inconsistent thereweh; and

3 (2) wiai full recognition of the constitutional right

4 of either House to change such rules (so:far as relatinp

5, to such House), at any time,,in the same manner and to

6 the'same extent as in. the case of any other rule of such

House..

8 TITLE IVGENERAL PROVISIONS

9 NONDISCIUMINATION
'4

io SEC. 401. (a) No yerson in the" United States shall

on the ground of seX, age; race, color, religion, or national

12 origin be excluded from participation ifl, be denied the bene-

'13 fits of, or be subjected to discrimination under any program

14 or activity funded in whole or in part with funds made avail-
,

15 able under this Act, including membership in any structure

16 created by 'this Act.

17.

18

19:

20

(b) Whenever the Secretary of Labor determines that
414

a recipient of funds under this Act -has failed to comply

with subsection. (a), or an applicable regulatifpn, he or shel

shall notify the recipient'of-the. noncompliance and shall

21 request such recipien't. to' secur Compliance. If within a
4122 reasonable. period '. of time, nOt to exceed :sixty. days,,, the
04
;1

23 rempient fails or refnvs to s ure compliand;:the Secre-

24, tary of Labor is authoriied (1) to rek r the matter to the

.25 Atiornq General with a recommendation: that an apptopri-
.

cr4
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1. ate civil action be instituted, (2) to exercise the powers

2 and functions provided by title VI :of the Civil Rights Act

. a of 1964 (42 r 1,S,C; 2000d), or (.3) to take such other.

4 action as may be provided bylaw: .

5 (c) When- a matter is veferred to thc Attrney General
. ,

6 pursuant to subsection (b), or ichenerer he or she has reason

7 to .believe that nl.cCipient is engaged in. a pattern. ,or praer

8 tice jn violation opthe provisions of' this section; the Attor--

9 ney General maY bring n cir- action in the appropriate.'.

io United States district cou71 [fly. (lap and all. appropriate .

11 'relief;

12 '(d) To assist and valuate the enforcement 9f this -sec-,

13, tiOn, and.the rbrOader equal emPloymcirt opportanity,paicies

1i of this Act, theSeeretary.of Labor shall include, in the annual

15 Manpower Report of. the President,' p detailed -analysis! of

Ale extent to which the .enforcement of. this -section achieVes

17 affirmative action in both the quantity and quality of jobs;.

18 and for employnwnt Opportunities generally.

19 LABOR STANDARDS

'20 SEC. 402. The-, policies. and programs ithplemented and.

21 provided for bit this Act, and:filnt in IbliOle ,or :in part,
22 through this Act, shall provide that persons employed pursu,,

.23 ant to such poliCies and proytanis.aly paid eqiinl Wages for

24 equal work, and. that suck policies and programs Ocale a tret
.

. . .

2.5', increase in employment througk work that wOuld 4lot Øiur-
Prr,1

c)-



.°.to& k-done.-In)rouidtny'eh --yfnent under this r inAct: o'
. .

2 .subMit4ing legislatioeunder thiS Act,- the President shall in--
..

3 sure 1t Persons. emplayed 'in 'jabs utilizing funds, provided'.
. .

4 inqthole or in pdrt fiittt011ii8 Act, 1e paid wages noPlother
-

5 thdn thhiChe'ver is the hightst of-

6 )1the .minimuM irage to;hich. wbuld be applicable:
.

/
7 to 'the. cmployee -under the Fair LaboreStamlards Act cf.

8 1938, if section 6.(a)(1)' of such: Art .npplied to suc/i

employee and if he oi she were. not :Aampt..under section

10 13 thereW, .1 .

11 (B ) the State or local Mininium wage for the most

1.2 neargy comparab0CoVXd employment;

13
,

(C)(i) .in the case of. employers Which are States,.
,-. ..

14

-: . i.. .. . \
political subdivishths, local educational agen'ele's, public

. .. .

15 institutions of higher educatiOn, .or otho puOic.agenCies

16 or institutiotk the prevailing rakS. Or pay for parsons

i.r.t ethployed in sithilar public oceupatkmg by the same
.. . ,.

18 ' -einployer, or, .` .

19 (ii) in .the case of :employers which are nonprofit

20 private organizations' or institutiow, the appropriak pre-
., .

Vailing wage determined .in accordance with.* Servi-ce .

24

25,
,

Contract. Act of 1964 or the .prevailing rates of pay

for persons emPloyed in simzlekooupations by the ,same

eMployer, whiehever'is the higher, or

(D) in .the'-ease of persorth performzng work of the
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(-
type. to Which the Davis-Bacon Act, (is amended (40

El AC: 276a,-27(Ta-5 ), applies; ,the preVailing wage

determined in accordance with that Act. ,
4 AUTHORkZATMNS

5 SEc, 403.. There. is authorized to be appropriated such
.

mans as map be neetied to carry out the provisiOns of this

7 Act. Notivithstandifig any.other provisionyf this Act, no
8 provision shall be vónstrued"to require expenditures in excess,

9 of- amounts aPpropriated.pursuant _to this Act.
..

Amenci.the ti.tle so as' to read: .44A bill to establish and,
translate into practical reality the right of all adult Ameri-.
cans able, willing, and seeking to work to full opportunity for
useful paid. employme4 at fair rates of .compensationi to
e9mbine full Mtijoloyment, production, and purchasing power
goala.with proiier attention tcli balanced growth and national

,.priorities; to mandate, sue'i national economic policies and
PrOgramS as are necessary to achieve full employment, pro-
:auction, and purchasing, power; to r.estrain'inflation; and to
provide eXplicit machineryjor the deveropment and imple-
mentation of such economic- policies and programs.".

83
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DANIELS. Serving on the. subcommittee, and with ine this morn-
tire, to uiv kft, tlw Congressman from the State of Connecticnt,
Sarasin, who desires to .mako a statement.

eV/ 11.. SARASIN:' Thitcrk yon very lunch, Mr. Chairman. ,

,4 -.14i1 ring the Rextg few weeks this cominittee will be Considering the
*do:v highly.. publicized legislation toytrriVe at 11 fnll employinent rate
4t$ percent within a period of 4.years: I do n6t believe there is one

4,...nmoilg us who olisagrees with the Obvious merits of reducing mwm-
ployment to such 8 hwel nor do any of us lacl . compassion for those
who are without jobs.

Certainly, there isuo opposffion to focusing cmr economic policies
tOwarci the goal of .full employment. However, I sincerely believe
that many of us are .eoncerned with the Imposed Mechanics to ac-
complish this goal 'as well as 'with' many of the Somewhat glib as-
sumptions made in this legisla0pn. 4

On Tlnirsdal° of .this week, the Washington Post catained what I
believe to be a fairly accurate summation of some of these conyans,
and k ask unanimous consent that this editorial be inclnded in 'its
entirety in the record at the end of my statement.

Mr. DANtrns. Is tlwre. any objection to the unanimous conseAt re-
quest ? Hearing none, so ordered.

SAIRASIN. However, I would like to extract.the first senteum
from this which I believe. prKisely po,ses the question .4s committee
!Mist address in the weeks ahead. I-quote: "The question is wlwther
the country can establish fnll employment, permanently. and with
stability, by enacting :elaw that rviiires

The Post goes on to answer. its own qnestion with the following:
"The answer, as:you probably suspected, is that it. cannotnot with-.
out either dangerous inflation or ironclad wage controls."

Although some or all of us may disagree withi the conclusion after
.our hearings and changes in the bill, the fact remains that the.legis--
lation presently before us.'makr little. or noeffort tO look .at its pti-
tentially ruinous effect ..,on inflation and .the- health of the economy in
general. I debt that any of nssare willing fo 'risk adding 10 to 15

. percent to existing inflation, particularly when there are serious
doubts that the bill's goals can be achieved.

1Tor doeS the measure make any mention of cOntrolling .wages,
although several restrictions are placed on pricessand profits.

I must marvel at the faet that the bill's sponsors do not remember
the disastrous effects (if 'price controls 4 years .a.gopricc controls
that resulted in raw material shortages, prodnct shortages, recesSion,
.and astronomical Trice increases .once the contmls were lifted. Tdo,
we-cannot forget. the .cincial impact of energy Costs in 1973, cost itF
creases that many companies could not absorb even withont price
controls.

Given the fact tliat we are. importing almost half of the energy
we. use and that we Iv more vulnerable to energy shortages br stOp-

. pages than ever before, price cantrols appear extremely shdrtsighted.
In this regard,. H.R. 15() is not far removed from demagoguery

and.election year irresponsibility. While portending to.he a miracle-
cure, not. unlike the $1 a,bottleicure-all.sold in"the earlY days-of the

the -bill actually -guarantees nothing, not from the administra-
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tion on whom major responsibility is placed tp solve our unemploy-
ment problems, and most certainly- not4from the Congress on whom
very little, if any, resptibility is placed.

In, thisregard, I am extremely leery tif a bill that purports to pro-
vide such a reasoned dialog yet requires the administration to pur-
sue policies to achieve 3-perrent, unemployment without even con-
sUlering an acceptable limit on the rage of inflation.

I wonder, too, at the real feasibility of such a pmposal if the Con-
guess is se-willing to bia:k all responsibility for what could well be a.
failure.

Above all, I am highly suspect of a pmPosal where its chief arehi-
.? tect, Leon Keyserling, argues that because we did it in World War

wonderful experience, in his viewwe can do it now. Mr.
Keyserling even goes so far as to imply that it was the genius of
centralized planning that brought unemployment down from 17 per-
cent. to 1 percent from 19;19 to 19-11, a time when 15 'million men Nv.er,
in arms and more than half the GNP was in war production.

If this logic is to carried to its ultimate conclusion, we must
either find ourselves another major War or we must reconcile our-
selves to an economy permanently controlled by the GovernMent.
To do this would rnquire us to unequivokzably denounce the free iiter-
prise system which has been the bedrock of our growth for the past
20(3 ye a ri.

. Finally, we must consider what this measure could do to our people,
to.the psychological and economic well-being of the imemployed and
the employed. Ills measure provides us no guidelines, no procedures,
no mechanisms for successAt simply provides'us with a goal with
no thought to the costs or the slops-which must be taken by, the
legislative or administ rat ive branch.

Are we.not raising hopes on false pretenms just as we (lid during
the era of the Great Society? Programs were implemented then, bilt
the poor are still as poor and the hungry still as hungry as they were
.10 years ago. Inflation wrote the epitaph to thoz;e programs just- as
it will to this proposal. .1.

The-measnre, however, is not without one. redeNving.value.- It does
offer solid recommendations for changes in the way both the Con-
gress and the admiiistration utilize -current fiscal! monetary.. and
other policies to deal with ecmionlic problems. recoMmendations
which would no doubt, lead to a healthy dialog of both the problems
mid possible solutioas.

However, if we are truly intent upon.redncing unemployment,,this
comniittee must look at each and-every one of the many unanswered
questions found in the Full Employment Mid Balanced Growth Act
of 1976 if we are to find concrete soliitions. We cannot simply open
another Pandora's box,.

Thank you. Mr. Chairman.
[The editorial referred tofollowsd

[From Washington Post. Mar. 19701

LEGISLATING JOSS

The question is whether the . country can establish full empl4ment. perma-
nently andJ with stability, by enacting a law that requires it. The answer, as
you probably suspected, is that it cannotnot without either ft dangerous
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inflation or iron-clad wage controls. But that answer is mere economics, and
ecialtunics is an iffensively rea si mable discipline with which the country peri

loses patience. This year is the thirtieth anniversary of the great-
Employment Act, passed partly in fear that the United States might slide back
int)) 'the Depression. but partly in contldenee that a better life wits genuinely
within reaeh. That Act set a pial 'and isiinted the country toward it. lint now,
with the unemployment -rate at 7.1i i)er cent, ('ongress is beginning to thift
abialt more'drastie legislation. Support is gathering for the full employment bill
drafteil by Sen. Hubert 1 1. litinaihrey (D-Minn.) and Rep. Augostus F. Haw;
kilts (D-Calif.)

The IlualphreS'Alawkins Lill would require the adniinistration to get the un-
emphiyment rate for adultS down to 3 per cent within four years. -It does not
'define "adult," but the anthors-are inclined t 0 include everyone I iver 18. Sinee
unemployment is heaviest among the youngest woukers, that would make the
target.macli MI Ire difficult' to meet. Even if the teen-agers are exeladed front the
rate. the bill would mandate unem4loymen.1 at a level that, in the past 30 years,
it has reittlied only during the wArtrin kiirea and Vietnam.

This bill miuld take the extraiirdinary step of conferring on all adult Ameri-
cans the right to "aseful paid employment 'at fair rates of compensation." It
would require the President to prepare federal programs to keep the rate down---
'programs of public service jidis, public works grants, state and lot-al aid,
manpower training, youth employment and communitS: development:Federal
ventures of this sort have existed for years, of course, 'lint the bill envisions an
expansion on a scale that ea 11111 it be easily predicted. How much would it. cost?..
Mr. Ilumpl I rey hazarded a gnesS that creating 2 million jobs would 'require an
out lay of about $25 million a year, although nearly half of it would lie offset
-by higher taxes and Ii iwer unemployment benefits.

But the'infiationary pressure does not come mainly from the direct costs of
public jobs. It comes from the effect of a tightening labor market on wage rates.
Long before-the adult unemployment rate fell as law as 3 per cent, wages would
have started to creep upward at a dismaying pace as employers bid against each
other for .manpower. Even with/tut the Humphrey-Hawkins bill, inflationary
wage settlements Mny well turn into the most difficult eeonomic issue With
which the next President will have to deal. The most obvious defect of the
bill is.that it contains no recognithm that thi;)' danger exists. let alone providing
any safeguards. And' yet, as the country has seen over the past two yearsa
high inflation rate itself emaributes to. unemphiyment.

The bill shows Sen. Humphrey' arhis best and worst. Not many men of hi.j
warmth and generosity uf spirit have ever arrived in the top ranks of Ameri-
Can politics. But part of that generosity is his inability to say no to his friends,
at d some of his hest friends are3the labor unions. Their opposition bi any de-

of wage control or even guidelines is adamant, and the senator cannot
ring, himself to disagree with them. President Ford can be counted upon to

make the mo4 of this defect. It wonld be ludicrous if this Republican adminiss
tration, 'having led Hai yountry through the most severe price increases in its
modern history. should now manage ter persuade the voters that the Democrats
are (he party 'of inflation. But it is possible..

The,point needstp-lie noted, not mily bee:lase Mr. Ilmnphrex may be it future
candidat fuvithe preidency. hut becitaseindtst of the current'Democratie enndi-
dates'.11tive 'specifically endorsed the Huinihrey-Bawkins bill. Rep. Morris
Udall tD-Ariz.) has been citing It for. sometime in reply to economic questions.

' Sen. Henry Jackiinn. (I)-Wash.) endorsed it last week in New York. Former
Gov. Jimmy Carter is stmlying it, his staff says, 'and he plans to take a stand
on it Nyittan a few days.; '

Employment as a guaranteed and enforceable civil 'right 0; a noble 'concept.
But if it doesn'tlook as Though it can be made to work in practice, then what?
Bishop James S. Rausch of the U.S. Catholic Conference described the reSponsi-
bility accurately the other day before the Joint Economic Committee. "Behind
the jmnble of.statistics and.the rise and fall of eciammic indicators lie 'human
lives and individual tragedies,'; he observed. ". . What happens to a nation.
that begins to accept the notion that it cannot nse the talents andlabor of nit
its peopleT!
' -Working the unemployment rate back down to a tolerable figure will take
time, unfortunately, and it may never lie possible to hold It there as rigidly as
the Humphrey-Ilawkins 1)111 enviSiens. But there are ways to- speed up the very

.
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'cautious. nrogrs:i tthat' d'resident Ford offers. The congressional budget (Nan-unitteCs are nov at Work revising the federal. twdget. for example, to \increase
rmyth 4holif anY significant pehaltV iii intlathai. The time has also come forthe conntry to undertake wider experiments in public employment ;Ind train-ing particularly for- young people..
While the' country caning accomplish everything that it wants immediately.it has the capacity to do a great deal.Giaal,policy doeA not get trappedr in falseeholees between eveo thing and ntiong. lull emploYment remains the goal. If-it cannot he achieved sitnpl* Au.,r passing a hill. it can he approaelngl more

rapidly and surely than the. (gauntry now u'eius to be doing. That, surely, de-
serves to he a central issue Of tile presidenlial calnpaign.

Mr. DANIELS Thank yi)1l. Mr. Santsin.
Serving on this subconunittee mornine- with me is one of the

scniqr membersof the 11 iEducat Intl ikud Cabor Committee, t,1,154)
member of this :athcomnitttoe. Congressman O'Hara fr* Michigan.

. Also,to my immediate rifht 4 Congressthan Beard of Rhode Island :

and to ni); extreme right 1411( of t he standing. wen-resPeeted mem-bers of this i.`onintittec and th'e co-author of the bill before us today,
Congrvssman Augustus Ila wkins of California.

I, would now at this time' recognbw my colleague frwn Michigan.Mr. ()Ilan. for any statement he would like to malv.
Mr. O'Hai.a. Thank.you veryinuclii, Mr. Chairman.
First off.. I want to co4gratidate the Chairman of this sulkom--.

,mittee for his leadership in this matter. Secomlly. 1 want, to con-
gratulate My friend from California., Mr. Hawkins. for having de-
veloped .this piece of legislat ion whiMit 1 t hunk.- mity well 'become thig
moSt important piece of legisKt hin in this session of Congress.

"Isascall.well thaVCAugress in 1970 enacted legislation, the COm-
prell'enlii,ve ManPower '\ of which I was II"' ant hoi and t gent le-

. man froM New Jersey. Mr. DAdels. was a cosponsv.r. and rl believe
t he gentleman from Cat forni:A and M r. Ford were co-authors of
the legislation. whorewe via& it (.0111116th-tilt to implementation of
the Fidl Eniployment Act of 1941. as thbill does.

Tlfat was vetoed bp thentPresident --Nixon in December of 1970.
The time. that .we shouhl hare made "'such a commitment is, long''p:issed. I thttk this is a vellwelcome piece 4-legislation.. I do not
share the fears expre:*ed by *friend Mr. Sarasin:

I recall vors,-. well during the period of the Kennedy and Johnson
4Administrations, nnemploynlent was reduced from over 7. percent
to 3.4 Rerpent, and that the increase in ,the COnsumer Price- Index'

-.luring that period, over a period of 8 years. was .17 percent. about 2
pereentta- year.

I contrast that with the record of the last 7 years. during ,which
uneniNloymt,nt has risen from.3.4 percent back up to 7.6 percent. At
the same tiMe. the Consumer Price Index has .been ,going up at MI
liveragei.ate of about. 8 percent of a year. four times as fast:-

I also recall the, eXperience o a, number tif Western European
countries who have been able'to maintain rates of_ inOgease, in their
Consunier Price Index certainly no worse than our own. with much
lower general level's of uneMployment.

.

So T think thislegislati6n .is welhconceived.. I think we can 'ac-
complish this goal.

I am looking forwaTd to hearing the testimony of the distinguished
president of the PAW witli respect to the. views .of that union. T

8 7
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might say that-they have !teen aniong the leaders in calling fox the
impleinentapini:of the Full Employment AA.t'of 1946 over the years,
under 'the kadership of Mr. Retailer, and nnder the leadrship of
Mr. Woodcock. So I am loOking forward to their contribution to .this hearing today.

, Thank you. 11r..Chairman.
.

.

M. DANtEt.. I recognize the author xlf the bill, the. distinguished
. genthanan feom California, .Mr. Hawkins, WOnld yon care to make

.a statement .? 4 : . ,ta. ..
Mr. irAwKiNs._ Just a brief one,. tMr. Chairm4m. 'rbank you..
I think the t iie sho4ld be giveiVtOthe witnes.s(s.. I will not taketl 's time other that to :qty. Mr. Iara I think il.ghtfully pf t it. -lat mueh of the °Toll work for SIS current fegislation.'was 1d,

rzirliee. I certainly.wiSh' o credit hill :fox rreal con.trilitition hi th tard. .. vi .,.0-
. . .

,
, .

wcipht like to re.serve this tiOW tot....#..),.10 ,:e40ed in tho,, record 'a
prep, NI statenient ullieli I. have had dot*.: 11171.think wiiI amply.

swer the, attack,.nunle on the bill by .t Y man fro4 Con-
. necticut, .wbo eertainlv is unawarCof the ,.ftss .etl, -and, ,p0s-- sibly una.wo re of the provi;;;ilins in the Lill. !; ! .

I would like tpoeserye at this time to have. yi ferved, to,aset,
1ay,...p..

a hiAdight. issue , 50 :-;.:. ,r ti and .)11
, Other than th. I -ar,zo... M-r. Chairman' '

tri,Ivite to YMiits'( 1 cif this sulxommit tN.
legislatilm .is not n t, certainly falls--int
of tlw subconunitted +4,,,i.A7.:.0 have chaired, ..,;
, Iowa of lelulership kii:,:. 'is' dile to yon .firl ..wpfk.-
y.on aye done in the,mptV 'JO.

Cert: Iv if we arc.' ?,. "Iji tt is SOs,--:.ioif,c,olTh,, .-fiol
. .1 !itt icable. I . d t hat it v *'.,to the greallettileritliit

have given. I % ',11 to 0:1S'&4'... ', tO you.
Mr. DANtris. 'I in.: )i -l.i, k''' ,,

. , . ., .i.o.i, dI asl unanimous ctn5=i., 4!etint..1 lie st a t emoit... t( . _IA tot.104,4109.3
. ,,

. ferred in the recA0.ki.
Mr. HAVVNIN.s: Il'9..j,..

. 1.' -- ..,..
Mr. j ):t N I ECK Tsi\i4ir'v. ii:11, \'...914014;If.',
Hearipg 1n-ke. it i. so. 0eslei.0...'
[Theli:tre.ment re.fe,rreil tV7641Oiv0-

N. .0;i) CoNoltess-ie%?,..4 4:(;;47.:41,1k F. klAWKINS! Hf 1ner ?,I.ssiti*; u. II t 0. Az:0 no.IiimIley-1 WK INS -FCT.T. klAn'NTENtip fim4Nymt 4i1f):frir Ac't or 4! Mr
';:" '311 HAsicico::tgl;kl 141IONF.

ly -4
app.r; bak been patp11441 to Tirol:1de nyich-souglO-pitci.-infarma-- '-awkins- lmiinplre lI and. to e4rect,:tinne. Intsin#Vie::siemstion IOC

about its... eenbledonsequenves
The jfl A.... not a job's bill..digneir.to achieve full Infiiployment,

."Iatit.b. sort public, s:uvie. johs in thel Federdiservieci..and' WW1-ecleiti nu1. j.!4.4.0d, fft.p tiU. li.rtates a new ge al ec. ,-frarat, `1,Work atad:irplie0*''AV'th: g :60.apreliensive policies -aud...protOaths
ove that. ilew:.st'rof \ire Tireetioa apd ineaning:f [Lige

'f,fiesignedlt,Vdput teeth into tne. Employ mfriit Act of. 6 by 'requj gthe gress. an# the Federal ?Reserve to take .certain uiefiiu M, ent4re'that full en 9yment and balanced meth are acttieved. But the 'actuOactiyi....

'4;4. °Q r
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ties will vary tloni year to yearAepeinling upon econianie c ais, and thistleyAble processl.s,a major strength of the legislation.
Utilizing all of the pthcies 'relevant to full employment, ba g t'growth, andprice stability, the bill is design441, to accelerate the enlargenr of the totalnumber- of jobs :needed to,achieye '3 percent adult unemployht -within fouryears of eitaytment.11'his is to be achieved through the;bat ed growth ofpriva te tend public job opportunities. These Additional jobs shall be ,predomi-mildly ph'Vate, .withthe remaining joie', allocated-at all levels of government,

distributed in roll0-Acco,rilcwith past triyols hnd current eonditions, with 'dueallowaace for strugtural adaptathin to ',,Intological change in various sectors
.- But the tiill is not aimed 'tou'ant full, nployment (ally,- nor -to the taw tion of
and ehanging pat tenis (if national need.

....A- .

"hths for their i AV It sake.- regartiless.-or their Utility and 'productive' output.Instead: the billo1s iii tiled t owar,11 the' balanced. deYelt)Pment of full employ-ment, prodnetimpad purchasing,pinver, An inusirtatit'isathal of the additionaljobs ereated wit it *ett,thoultilizatioli or hIle human and ether resources Withthe prodituthin 4 d geAllsaiid servicie. which meet essentiiiI and enduring prhirltyneeds. now gross14-4j.ghted. The.bill.rts.uses upon quality .as well :i quantity,niam p la.tter as weTIT as a biger effort.,The bill is not aitnyA only at optimumeconomic growth. bat aka- at *psis. changes in the eomposithm, of growth whieh:are responsive Yo changing priorities.
,

'The bill is derigued, in a practical manner. to.restrain. price inflation. redneeatuttlien remove the Yederal deficit. atut to generate benefits. inetuding' benefitsto the Fetlhal ItAidget, inuNensely ontweighingthe cosis involvell. , '
. l'Ite need fo5.enacttnent ore-the bill is not tellneed by the current economic

.recovery. That. regove& s.itill leaves. us .with inlmense idleness, of workers mallother productive. resources. tilid ''thert. is a significant chance of another recession in 197't or 1117h+, allit the prysil?ect'in any eVi.nt,-.1pf iah)leniiily high'hIleness. .'or resources cvelikin'197.4) or.19St.'Far more'impo'r4ntly, the bill does nOt steinsolely from the Most(reqent Wimonde.recessiim nor,from the current econ,onficsituatioh'. It is designed to,prevOnt ;repetition of the -NI* business cycles of,stag-
nation. reces'siAn.mynk itiadvquate uphions which havo plagued us since. 053..and which have eausedAur to forrait in the---neighb'OrtiOod of Il'irillion 1977dollars of total natiTal,pr4actiim-'finil in the neighlmrfisital of 60'inillimcman-
and woman-years of -emplOymikati, lo_pottitnity. Tho Putt .1Imployient andBalanced Growth Act 0? 1976 wudil iniatepi:tailing for ktStained full emphiy-meat, production..pqr(thaslfing power.-and,prity,44-ability,

A.large part Of 1t1i-elkaaterials 4t14 -forth litWin are !facts. :Thf, ptojeethiw: andestimates. as to opeathats'sulosegfent aro enittinvit of &he proNtged.legishifion,
.are designed, to portray broadlleml e A ad:mat-tag' purposes; of the measure! andto indicate a-pattern at' iftytopinet Oisequent to Tip tuitkettnent yllifith Would -be consistent with aehieNing gp uif);,, tve t must/Be st-fesed'Alatt these-pro-

jections and estimatvsare nta fntende44 to iict precisely what uWillil actually, .be the developments purrsuant to enAtment of MR.. 59 and St.450. MOte0t7yvith the essential purpose.' of..thefSneasufe. jhese. development wAidtt 'tell-petyear-by-ye:1r actions. of lic. Presit t :11.0 -, clongres.ti: adjustetUtti.Ilitiftildingeconomic trends -and neethi. Non lest. )1401c.ctions and estinfaIe5-j-tst
.forth herein.. are useful fo? thiPt idi,e of' .,. -iding a..general perspectivc3hatwill increase the public understandinand evAluation 6,,or 1:rt. 5o and S. 50. '.* ,

.:. ....1"I ":0a
TI1E PROPOSED 'ACT DOE& NOT "GUARANTEE" I JOB -ro ANYONE ..

. Does the Full Employther4,.; and -114,4ine ,rowth. Aet of 1976 it trig- :. r -:.FtAeral Co-overnment to a jott Itlaralttet n some., legal sense, ft 1, adult eAnt 'cans? No, the measure,t1oes not "44na., " :rjob to an,i particular elaim: , .ant,- i give anyonfthe right to sue 'Aeonit a job.4t confers no legaUrAhe
A-

t
upon. one to claim a job.

,.. ,-Inst ad, the Congressional declar ion, of the "r,ight .of, all aduttcAmer S'lthie, willihg, and seeking to wor.lt to opportunitiA for useful, paid emPloY 'lent,:at fair rates of compensation': is; a 4tatement of natioml. policy .values...,1 repres-s-'sents a national commitment to puthie j opph, uniffts foi f II adult Atneriett4s ,..,;
mploimentAn- 3 percent. V In .,.sur6. e thetOure Ingi

f this goal en
,

who seek ,jobs. and sets the goal, of reth
four Years after the data of enaCtment
sufficiently broad range of methods to in e a nevementfr.
feasible With--vigorous athninistratThdof the Act.

.,

r gte.

P4 q?



VALIDITY OF COAL OF REDUCI NOX N EM PLOY MENT TO 3 PERCENT W ITIIIN 4 YEARti
01e ENACTMENT

4

Coll fru ry to illIpressiO115, current House version. of the bill (H.R.
50) defines the term "adult Amerieans"- to ineltide.t hose 10- years of age .and
liver, which is the definition now nsed fin' current official portrayal of-the rate
of nnemployinent. The eurrent Senate version (S. '50) does not yet define the
term "adult Americans," -although Senator Humphrey has indicated .that he
favors IS yenrs of age and Over.

Some objections to the proposal, on theground that. the 3 percent 'figure with-
, in four years is too low, or that no specitie and quantitative goals are'meaning7
NI and realistic, Ore in our view tiot .justitied It is true that the 3 pereelit goal ,
is ambitious. Ilut it is attainable. And only by setting,sueli a long-term goal is
it credible that the nation will marshal tiw Policies and sustain the commit-
ment necessary to achieve-bill employment. The implementation of the Employ-
Went Act of 1946, ivhich the eurrent bill is designed to supplement, has been-
deficient in recent years because, among other things, there have been -no spe-
cific and quantified goalY..And during some other periods under the Employ-
ment Act, the absenee of specific gtials was accompadied in generhl by high and
secularly rising, irnemploymenf.

In contrast, -the Empliiyment AO has worked best %Olen such full employ-
ment goals were identified- in it::: operation. During 1947-1953, the first period
of administration. under the Act. goals were specified each year, and unemploy-
ment was.rodusled to 2.9 percent by .1953, eompared with 5.9 percent in the reces-
sion Year 1919., (foals were again set in 1961, following .three years of sporadic
recessitm and;recovery.ithd.a longer period of low average real econtanie growth
and rising nnyuliployment. An interim target of 4 pereent unemploynnent wds
set, and unemphiyment. was roduced,fr.om,6.7 percent in 1961 to 3.8 Percent in
1966 and 3.5 percent in 1969,

Assuming enactment of the proposed legislation by the end of 1976, it is esti-
ninted thht, to mluee unemployment froth the estimated rate at, the end of
106 to-3 percent by the end of 1950 would involve additional jobs in the range

million, or 11-13 percent of the estimated civilian labor force at the
end Id 1976. We have done.almost, as well as this in percentage terms at times-
in the past. although we sliarted from rates of unemployment much lower than
that estinuited for the entrtif 1976. In addithin, the Full Employment and Bal-:
:weed (Irowth Act of 1976' includes litany facilitating programs which were not
available luring these earlier periods of high aecomplislunent.

During the four year lieritn1 from 1949 to 1953, the increase, ineasnred against
'the civilian labor. force in 1919, was about 6 percent, despite the fact that a
.recCssion started in early 1953. From 1961 to 1966, a period of live years, the
inCrrast-in civilian employment similarly measured was more than 10 percent,
equivalent to. about S Percent in four years. yrom 1966 to 1969, a .period of
three years. the inerease was about 7 pereent, which equates .with 9 percent in
four years: From 1970 tO 197-1. a period of four years, the increasetsi, measured
was almost 9 pyrcent. in the base year of all of these periods..as already stated.
t be level-of un'employment was.inuch lower than now, anfl there 'had beett., no
recession comparably in duration or severity to Oh. most recent, oneLookifig at
these 1.IIO years, the rate of unemployment was 5.9 percent iy ,1.2-19,:6.7 percent

, in 1961, 3.5 percent in 1966. and 4.9,pereent. in 1970. Beeause, ay'e now .in. ii
period of relatively lower-plant and labor utilization, the opportunity :yid re-
sponsibility to exceed these earlier rate's of growth exist.

's From March 1975 to March 1976, the increase in employmetg was more than
3 percent of civilian labor force in Mjarch 1975, or equivklent to almost 13
percent in ftiur years. tillowing for compionding. With much 'more comprehen-
sive. vigortms, and sustained efforts, the goal of increasing employmentjby 11-
13 perkput in the four years from the end of 1976 to ahe end of 1980 is quite
rea sona

The objection is raised. in some _quarters, that the records cited just above
were during periods of limited war in Korea and -Vietnam. But there was -no
war when the strong recOVery Qom-the 1949 recession became manifest. During
the period 1161-1966, the' Vietlihni war was not .significant in its ecomonic size

:relevant to the Size of the,eopiomy. And during 1970-1974, the economic size
,of the Vietnam war hadfleclined greatI3' relative to the size of the economy:-

90



086

In, any e reject emphativNly nily proluisition to the effect thrit,
prosperity' iS 111111ttnillabk, With011tat let*limited wars. What we did dating
thiise times, partly to drop.bombs on others, we assuredly can repeat wild better
In eyodomic performance teems, for the noble purposes of lifting living stand-
ards and eraditliting the,aniserY of lila iVP unemployment and tIlo -washlgt; of
wing° resmtrces at home.

There is anothermay of measuring the flgsibilitk of reducing unemployment
to 3 percent by thtallthd of 1980. This woultM-equireilut average at al real two-

.. nomie growth rate of_ abhut 7.0 pereent from 1976r4o 1980, with lewtitere
. the neighborhood of 9 percent for least one jiiar, iind year-63 ir tliiiiiliil-

tion of this growth rate in the 10
potential, line to the utiliz4-t ion
under the proposed legislation.,

years as-the ceononly moves closer to full
a wide variety of miero-econonlic measures.
appears that ..the 3 pereent goal eould be.

reached 111(11 a somewhat lowey average ilea! rate of real economic growth
than through relying entirely upon general .'hl MO monetary measures.

During the first three months of 1976. the annual rate of real' economic 'growth'
Wuls 7.5 pereent. ctr nitwit higher than ilk earlim stages of the current recovery
movement. But this 7.5 pereent rate is not expected to continue under eurre'ut
policies and programs_ because it rtitilted An large measure from li 'lion-
SlIstainalily rate of inventory change. And it iS widely reeognimid that even this

,k ijeal growth rate, and more sO the real growth rate during the total recovery
movement thus,far, has been inadequate to reduce imemployment at an accept-
alle pace: tInit the 'real economic griorth rate now forecrya for the balance of
1976 and future years is too low to reduce unemployment substantially; and
that the need is pressing to improve the perforMance grently in the period ahead
if kve tire not to run nio risk of another recession, and if. even without another
recession. we are not to be left at intolerably levels Of unemployment and other
idle,resources as late as 1980 or 19S1. - s

The feasibility and indeed ths,-micessity of the real economic growth in .the
milglibtirliood of 9 percent for a year. considering lmw far we now are. from
reastonibly full restaarce use, is not solely the conviction of the proponents of

.11'.11. 50 and S. 50. For example, Business Week of' February 2, 1976 sets forth,
the view of Professor. James Tobin of Yale University. past President of the
American Economic Associatbal, and .one of the ablest ftirmer Members tit the
Council of Economic Advisois. Professor Tobin's views are set forth as follows:

"Tobin argues that. 4Ifter cotning out of the steer). recession. a 6 to 7 percent
rate is jnst too low a target to shoot for, and that, given the low level of ca-
pacity utilVi.ation, the economy can grow V Percent this .1/car ici.thout.anp.infla-
timiary itapact. (Italics added.) Tobin wants fiscal and monetary stihndi to
inish the economy to this`high growth level." k

The views just cited relate only to the 'feasible and necessary pace of the
(4'0110111k restoration during the tirst year. Meanwhile, there nre some whoa
assert that .a. pattern of real etionomic growth rates consistent witb rrachnig3
percent unemployment by the end of 19(1 is attainable for a year or two, but
not for four years. In suPport of this. there is citation of the perforniance
record of the economy than 1953 to date. But the entire objection neglects the
obvious fact that, during this lonq period .we experienced live cycles of up-
turns, stagnat ions. and :ilis;i1ole thovnturns or recessions. with the most recent
recessioh being ,by-far the longest and deelmist. since the Great Depression. We
have had intiffectualeconomicipoliciesquring niiist of this period. .AS a result:

...

each upturn at its peak has tended to leave us with more idle workers and other
prlidiletive resources than the ikiak of the previous recovery'.. Never sinve the
2.9 percent rate of nnempbi'ywit in 1953 have WA?, returned to full employment
or fiill productiOn.. With stipArtindulations, the long-term or :-Zecidar trentl of
uneniployment has been severely -upgard., Anti, the very recent period of the
most serious ocomimli deterioratio* in -ferias .of- idle resoairges, have been
accompranied at times by Hue higliest ateff price inflatip,since the Civil. War.

The .purpose of II.R. Ti() and :4. 5 't not to acceptilli repetition of the bad
Oings that 'have happemill, but rath -ti) ben)Ifit .iodmithe lessons learned, and

e to prevent these things from youtinning to. hap' L'The i.entral purpose iof the
. bill is to .set up a new process and progrtim 'to Pleinent government economic
yoliey in a coherent Otanner. We silo Jook /trona the front window; and
move toward _where We.want to go an ran go, rot 1011k through the rear-view

liadus to more of the same.
t11..

ndow showing the rocky road of th Ost and letting that dismal perspective
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It mmuld also k recogniiedin connection with the pml of reducing unem-
ploynient to .3 percent by the end of l9SO. that sother industrialized conntrles
consistently achieve lower rates of nueinployinent than the U.S. boring the
period 1:162-1998, while the U.S. hail -all average unemployment rate of 5 per,
cent,'Iapaa-;-Fraliee. the United'Kingdoin, Sweden, --and Gerniany had ail:fiver-
age unemphiyinelit rate of 1.5 pen:ent. Vining our most recent recession, the
differential widened. la 1975, tlie nneniployment rate in the ,U.S. was 5.5 per-
cent, compared -with an unemployment rate average of alsint 3.5 percent for
the European countries cited.

Finally. it should be borne in mind tlmt a goal is a goalnot 'an absolute and
rigid roluirement. The purturp fif setting go:Ils is to help 115 (10 be4 ter, not to
achieve perfection for all times. MR. 50 and S. 50 provide for annual ream

of the goals and, it should be emphasized. salso require the President in .tlie
= first year to review the full employment gbal and tilnetalde and "report to

Cemgress ta) any obstacles to.its :Whinueinpnt'njnl.. if necesstary, propose .eqrree-
tive eeonoinie measures to insure that the fla.'eniployme:iit goal. iii ol titnikalde
are achieved."

AND s. r-,i) To Nor coNuEN-raArf:: reox .10115, .11DN
BALA NCE17 ro PRIVATE. AND I`VISLIC EM,PLOYMENT

H.R.. 50 an4 S. 50 do not place major elaphask upon reservoirs of public
service jobs in Federal emphiyulent aild financed, by the Federal Giiyernment...
To the elnitrary. trite measure it: designed to integrate all efforts toward bal-
anced-grforth job eNannision, in rks clear Order or priority :

t 1 I Expansion of conventiot al private sector Thhs, through improved mom-
tary and fiseal policies; prounftion Of an ecomonic'eliviroliment in,which private "
ynterPrise would be elicoaraged by the assurance of and growing marets,
fi r1 its product's. and 'by greater stability huff] certainty ill public policies; re-
nu al' of_ undesirable Federal rules and regnlafbms; improsed . training pro-
gr ms; and the ,"multildier" effect upon 'private employment of all 'of the other
employment :nal investment activities priwIded for in the bill:

(2) Expansion of national prior With improved Federal- assistance
.of a marginal nature the need f r which is already recognized. Even these

jobs.wfmld not lie main public jobs, much less "public service" jobs.
Whey would be mainly private jo , as is clear from the nature of the priority
'needs cited in the proposeil legi atioliaspects of housing, ua ss transporta-
tiffn. environmental improvement, resource'development, health, edncatiip. etc..
Even- the priority j9bs in the public sector .would be mainly State and local,
rather than Federal; mid inost pultlic sector jobs would haVe.a high
"limltiplier" effect .npon private employment and investment 1.

(3) 'Stipp nrary to the above mean.s: of provididg jobs, a series of miero-
eclananic ies ul progrZins, more specialized and pinpointed. than fiscal
and moneiary null de:signed to reduce thf inflatinnary strain which
'would he involve 1 in using fiscal :Ind monetary policies alone to achieve and
maintain full dint vnitnt. They mierb-econonlic policies and programs inclUde
countercyclal employI ent measures, a countereyolical grIbit progom to help
stabilize State and ha.al budgetsdpring periods of high unemployment and low
production:- regional and structtiral employment measures; and youth employ-
meta measures. The itobs thus priwkled would also be mainly private. althongh
with marginal Federal.aid: .

(-1) As S last rosto:U for tlinse otherwise uneniph.yed.. and subject to many
-strict criteria of eligibility. I LH. 50 an5h5. 50 provide for reservoirs of public
and yrivate nonprofit jobs. financed by the Federal Government :ilthough a
large plirtion of them would not involvekrederail employment. It is likely that
such public service jobs; at peah, oidd.uot be more than 1-1.5 millio4t.
The 3 million-public jobs in the'initial year as: estimated by the C.G.O. (dis-
cussed later) is'in our view farto) high . because it assume:: that other pro-
visions of the,legislation nuii not add sabstantially to employment.

It is not. possible to project in del:lilt:a prlisimm the distribution of the addi-
tional jobs between now-and the end of calendar 1980. This wonld depend Aipon
how well privatts enterprise responded to the-various inducements offered to it,
and upon year-by-year decisions of the Presidevt and the Congress with-respect.
to s'pecilic-policies, programs. appropriations, ete. But it Is fisible to make some.
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very rough and prelinfinary estimates, to provide' a rOugh perspeetive of devel-
lililients under tbe koposed legislation. To reach 3 percent unemployment by'the end of calendar 1980 .adglit inVolve total civilian jobi; by the end of coiled-
dar 1980, 10-12 million above the total- estimated fortho end of caleiplar 1976.
Somewhere. betiveen --two-thlr& and- three-quarters Of these additional jobs(o

would be conventhaal private. jobs, Ineluding a gOod number 'resulting from
Micro- conomie afiRoaches; and in-addition a substantial number would he jobs
in the orivate sector related to federal- fin:mend assistance of national prioritiesin at is sueh as honsing, health, food, and transportatiod. Thus, only some-
%viler in the neighporhomPof one-fifth of the additional jobs wouhl be. State,local and federal, with th`e hMreaso in federal jobs coming to, only a small
fract on of the ,totpl increase in government jq1os. The Federaliy-finaneed reser-volts of public service jobs would at tlieir peak be only II .smail fractimfopt the
total Idditional jobs, and a majorit?4' of these, as stated abovq wokld not beFederal employment. , . .. g

TI5.BiLL II5 NOT AIN.1Eli AT JOR CREATION ALONE: IDIS AIM Eli' ALSOOWARD.
BALA`NCER ECONOMIO GROWTIt

. . .
, c, .

. a .
Although work opportunity is of. intrinsic value ito the ind nal, lH.R. .50and S. 50 are not designed just to create jobs.Thloy are desig to proinoteconditions wherelw enough of the additional jobs, and the res iltant outpnt,

private -and fiAblie, are devOted:to the great Qriorities of our econoinho and
relate,d human .needs. The Fult.Employment and Balftneeil Growth Plan, inaddition ho pi:11s f(or full employment, would encourage integrated. attention tothe use of appropriate portions of the additional 'employment. find' G.N.P. insuch specified .fields as energy, transportation, food, sudill business,. environ-
mental improvioments, he(Wh. education, housing, .and Federal. aid to State,andlocal gowernments. .

In the perspective of our -tidal nleds and resources. thfOse priority programs
wumld be evaluated and shaped in t erms of t he econ only's ability to support
them without' strain, in terms (of their releValwy to achievement of sustained
full emphoynnont, full prodtfilion, lind balanced gro,Wth, and in terms of their
i'dlevance to the real needs of the American people. Most of these priority jobswould be. in the private sector, altluingh many of such jobs., as tlways, 'would

.need Federal assistance.
These aspects of 11.11.. 50 and S. 50 lire oc transcendent. importanee. Since the,lannehing of thefirst Sputa(li in 1957, we have written and spoken billions .ofwords about the imperative need to reorder our national priorities. But words

have hardly loefon hollowed by deeds. The, new legislation will, for the first time.
initially define- these national prior,ities more precisely, require that 'they. be
made an integral part of the :1111111a1 -development and re-view of Ffill Employ.:
went and Balanced Orowth Plan, and greatly ixdprove.the s;VIlluatiiin and sliap-'"; ing of these priority imdeavors.
Effeet;ifpon women, teenagers, apu minorities c. .. %Ir.

. As the current rate of total unemployment is accompanied lo,v a several times
higber rate of unemplioyment among WollIVIL teenagers. awl minorities, concern
walla be acclanpanied liya several 'hales tIli,:l rate of ttueinployment, (or at. least

4 'very high rates of untAfployment, among "thes(7-flirRr groups, This 'concern isunfounded. ..- '' .

, When nneMployment is very high, various factorshave emnbined to imyease
unemployment :among ttui'Stl three groups much mow than aunnig others. In con-
sequent:to, reduct:vn of turn_fl unemployment t o 3 percent would. percentage-wise.

,necessarily reduce .nnemp oyment among these three groups. flinch 'more thanamong- others: with:out thi. it would be impossible to, get' total uneinployment
"floWn.to 3 pereent. Ooo." (.. . . ....

.' Past\aperience demonstrates that, when totifl unemployment is very loW, the
.

differentiiil. between the, rate of irnemployment ainqng these- dirge groups ,and_. .
among others is very Sinall: For ONamPle, the rate of nemployment for those
'20 years of age and over (was 3.0 percept in 1951, 2.7 ijereent. in 1952, and 2.(3
peiepent id 1953. In these .saino years; respectively. thti trite of unemployment
aziiong those aged 16 and over (l.e.4i total nilemploymeit) 'was 3.8 percent, 3.0
pereent, and 2.9 percent. Much the satte fo,qctors aPply with respect to Womelland minlity groups.'

3
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It is probable that these differentials would be-iit worSt no greater, and-may-
be even smalhsr, under the opera t ions sof the linwRix.11nmphrey proposal 'When
enavted..For that measure includes sPecial provisions tes deal wit* this v
problem, such as the :pedal progranf for. youth employment amkg.the str ng

--provisionsltgainst-diserimitnrtion -in--any form. .

mumiployment iti not a vialde solution .to the problem of massive un-
employmoit even if, under conditions of massivr unmployntent, a more tqui-
;With- distributilm of t ht lmrden is desirable. tinstained full employment. in
vx0trast, is tins solutilm to the entire problem of uneniployment among-nny. It'
tollpws that women, teenagers. and minority groupS, the most extreme Victims
bf.lnassive unemployment', have by far the greater relative stake in theFull
Employment iindBalaneed Growth Aer of 1976.

Tilt: PROPOSED LEGASLATION WOULD NOT CREATE NOR ENCOURAGE,
"WASTEFI'L" OR PN'ONPRODUCTIVE" JOBS

4r1lis is made abundantly clear by the-forelMing description of the types Of
additionnl jobs which would be created with. Federal, 111111a/tat .assistance or in
Federal employment, it is clear that smdi jols it1e past. have; with rare excep-
tions, not !wen less oseful to the nation ainl the-iwople than some private jtibs
developed witty nilly, without regard for their porpose and' their value to the
nation aud the people. Moreover, employment is ittore uSeful and prodnctive
than unmerited unemployment, m-e9mpanied. hy large public 'payments to the
Anemployed aml not aceompanied bv any output of goods.and services on .their
part.

-Nor is there merit °in .the proposition hat those engaged in the new and
nepled types of jobs woold want to "hold on" to these jobs: regardless of their
marginal worth to the economy and the people, ang Would be reluctant 'to' return. to various types of eonventional private employment. And for reasons
already stated..momt publie jobs would mot be of an "emergency" nature. Also,
the worth t)f jobs to the nntion and the people is determined by the needs they
serve. not by their bibels. Insaar. as some of the addititmal jobs wonld he
"emergency" jobs ,. prior experience during the 1930'S does not, indicate any
great difficulty in the Aift of workers from "emergency" types of public jobs
baek to private employment; when the private employment opportunity really
became available: Further,' any revealed defiviencies in performance under
public service jobs would be)remediable through review under the legislation.

There is little merit in -the proposition that the neW types of jobs developed
under the,sproposetj legit-rhitytni would register less productivity growth than
sonic eonvenionat ft piss ,otsidobs. The facts bearing upon relative productiyity
growth, do require inuelk.fittlier :holy. Bur the relative rates. of ProductivA
growth, conventionally rièair4, -are no final test of the utility of the jobs to
tire economy mid the peolfle. n. if there were less pioductivity growth,con-
ventionally Oen:aired, among,,t7eachem those working in the health field, an&
those p1aotitn.;7 frees and developing, parks. than among those manneacting
superfielal -gadgets.and building more gambling easinds or luxury 'hotels on,thc
benehes, it does imt follow that the for,mer types of employment are not Of far
greater value, to the. ilation thaw the latter.

' .

WAGE TiomEms uNDER FULL EMPLOYMENT .

An additional argament is made, in some quarters tbara vivrous rinivemenV
.

. ..- .

toward full employntent.sor the 'condition of full employment, would lead inex-
orably -to real' wage rate gains sfar in excess of productivity gaibs,,and There-
fore he inflationarY. 'The empirical evigence during. iWo decades or longer
negates.This proposition. Generally speaking, each of the periods of-vigorous
economic upturn, alai each short period When we hare come close. to Cull em
ployment. -have been-. characterized by real rate gains in., the2pivate economy
lagging fay .1)ehind productivity gains in the private ei.no . The current
period' of economic recovery afttirds another. strong -documentatiOn of tbiS
eMpiri6a1 fact. From fourth quarter 1974 to fourth quarter 1975, productivity
in the total nonfarm economy rose 3.9 percent, while real wages and salaries
rose-only 1.2 percent., ineluding not only .increavd 'rates of pay lmt also- in-.
creased employment. ,,-----

- ,f .

*t.. . .
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Norls it correct to.suggest that Ale wage standards in tbeProposed legisla-

.

tion are so generous that they wopld favor public emploOnent 'at the expense: 4
..of private-employment. These wage standards are "neutral" between the privateand pnbliv N(ctor because they simply reaffirm existing fair wage' kandards.

-------,S..;eetihu-4-of-thridll-states-that'peopk'enehyed.finifer. We biw 1,:hal1 receive.
"equaLwages for .equal work." It then prescribes"'a range of wage standards
from 'the mininumi wage to pievalling wagos for similar' employment ig the

.- stieviti,e hibor markets. This means-that the wages paid win depend ubon the
. kiatts,d; johs ereated. In other. Words, Someone doing a job that meriq: not

radteAtan the minimum wage..will be paid* that wage, while 'a W,orker doing a101f0Ifigher alue will fle:paid a commensurate wage. We believe that the bill
cantirtnkri flexible and fair set of wage standards.

. ,
FULL EMPLOYMENT nOES NOT ENCOURAGE INFLATION ; IT TENDS TO REDUCE IT-

.

., The sponsors of the legislatioa do not accept the argument that the progress
Of the economy required t6 reduce unemployment to 3 percent by the end 'of '.
calendar 1980 would be MI) e'i)stly in terms (d inflationary pressures.those who

. insi,St that increased productbni and employment' tiugment inflakion have, in themaiM got things turned upside dmvu: Tin; principal Way te' reduce inflation is
to increase production.; productivity, and the supply of goods and services tomeet the imtion's needs. This has not happened during recent yeara Nor hasthere been, during reeent years and pow, any conventioind "trade-off" between
unemployment and inflation.,The only "trade-off," insofar qs there has beenany, has been mainly in the opposite direction.: more.uneniplOyment and Moreinflation. nnd vice versa. The fonowlfk eight points deal with the inflation issue.04 The empiriCal evidence strongly KlIpports the Conelusion that a faster-tateoftfeal economic!, growth, condtwtive to a rapid reduction of unemploy-
ment, is`Vducive to less inflation than the contrary course..r

.... During 19474953,- an average unemployment rate of 4.0 percent and redue-timi to 2.9 percent in the last year was accompanied by an -average inflationv rate of 3.0 vereent and:reduction:to 0.-8, percent iti the last year. Controls wereresponsible 'for only a part of.this. Aml a vOrY low rate of inflation persistedfor -a number of. years after controls were abandoned. refuting any. claim" that
a "time lag" results in"deffiyed" high inflation after the terminatioa of verylow unemployment, _ -

During 1958L1966. unemployMent waS reduced from 6,8 pereent . to 3.8 per-cent., and tbe, average annual inflation rate, was-only 1.5 percent, and 'only 29 1pevent.ia.the last year. The rising inflation in 1067-1969 was accompanied by
a sharP reduction in-real economic growth, and by very little reduction in un-employment below the1966 level. During' 1969-1975, the average annual num.:.ployment rate was 5.6 percent, and rose to 8.5 percent in .the last year, while
the average inflation rate was 6.6 percent and-rose t6 9.1 percent in the last
. year. From 1973 to 1974, unemployment rose from 4.9 percent, to 5.6'.percent
(and.to 7.2 percent in December 1974), and the. rale. Of inflation roe to .11.0percent. ,... , .

1The current. recovery Movement is entirely ebnsistent With the foregoing, 'Un-
employment dropped from a May 1975 high of A:9. percent- .to-.7.5 percent inMarch:1976. with 'a rebound in economic growth to a real annual rate of 7.5percent during the first three months of 2976. while the annual rate of price'.'inflation dedined.to 3.7 percent. The decline from double digit inflation was.only partly due to the disappearance.:of such factors as the .oit crisis and 'the
"crop failures; it wai significantly due to the improved economic peFformance..Even if the abosli (Tata. fere Kibject to some differirig interpretations, they
certainly AO not ju'itify any repression of.' eMployment growth, and deliberate
cultivation of high nneutplo'yment on the fheory that this restrains inflation..

The foregoing.correlations are sometimes challenged,on the ground the-thereis a substantial 'time lag" betweeti the end Of a-period of very low uneMploy,ment and high lal economic growth and the, advent of rapid or. accelerating :
prWe inflation tcr the.intvent, of rising. (ir*high unemployment and lew ortittative real economtc.growth: ThiS:chanenge is based upon the aSsertion that
tiie rising inflation occurs. beemise Of priol- "overheating" of, the economy. in..
fei'ms of emploYment and produCtion durag a period when priceS behaved C'ery

: ti,-,611. But very little empirical evidence supeorts this thesis. Atleast, the evb,
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dence is so ambivalent 'that it isAlevoid of any persuasiveness as a guide to
, entplifyinefft policy. .-....,

. -For example, as already stared, the period 1947-1953 was "overheat.cl ill
theseuse that these years averaged high real.economic growth, 16..w° uneinploy-
thent, and-hiW inflation,. and culminated in 1953 with an unemphiyment rate of
only .2.9 percent find an inflation yate oq only 0.8 percent. Off the theory .of the .'
'time hig," one wonld have.expected high. inflation in the following period 1953-

. 1960; wh'en the ecoamily was 'anything but "Overheated." But' the inflation rate
averaged annually only 1.2 percent during this period. And, in further repudia-
tIon of the "trade-off" theory, the inflation rate was 21/2 times as high in 'the
last yer Of this period 'as in the first year, although linemployment rose frtim
2.9 pereent ill.the first year to 6.7 percent in the last.

.

-(1) The theory ,of the "time lag" is usually assOciated with the assertion that.
real wage rates advance. ftieer than productivity_gailiS during the "tight labor

, markets" associated- with five "Overheating" in the form of low unemployment
and high real economic growth, and that price inflation, after this period iS
over, accelerates to "catch up" with the earlier wage rate. advances. But the
empirical.evideace is almost all to the cofftrar;v.:Iniring-periodS of lower. Imem-

,, ployment and higher real ecolloinly growth, real' vage rate.gains have not been
6. "inflationary": they have lagged far beliitict productivity gains. For example.

from fourth. quarter 1974 to fourth quarter 1975, productivity -in the private-
lionfaeni economy increased 3.9 perret, while real wages and salnrio -increased

.

only 1.2 pereent. Allowing for additiOnal employment, the gap,waS even greater.
(2) Perhaps the most important single factor, onerating counter to the eon-

velitional "trade-off" theory that high production and full employment increase
inflation, involv!es the .hellavior ,of produetivity. More rapid increases in pro-

. duetivity -reduce. inflationary ,pressures. and a decliaing rate of .produetivity
growth increase inf ationary pressures.,For example, the average annual pio- ,

1972-1975_ when 'll e average aulpial rate of IncreaSe in Teal 0.1C.P..was only
6 ductivity gains in le private' nonfarm economy were only'.0.1 'percent. during

O. percent and when the averli0 rare of unemploymelit was .tery high. From
. first quarter 1975 to' first- :quarter 1970..iii contrasty the ininual rate of such
productivity gaillS waS152 .pereent, while the dninral rate of:real economic ,;7'
groWth was'6.9. percent and wielliployment ii'as minced substantially. The saine.'',-
conclusion is suRportif¢i by "review .of all experiellee sinee 1947' .7.- .

(3)' Due bi the cninulative impact Of 'this empirical evidence, there is increats-.
mg reeognition even hi President.Ford's -1975 Economic Report, and in recent ,..
..statements by Alan Greenspan and Arthur Burns, that the "trade-off" between :
imemployment amPintlation no longer has validity. The Economic Report states

-. on page'. 4 that. "inflafiou and unemployment are not. oPposites 'but related
-- symplonis of; an unhealthy economy," Arthur Burns -said; ill -a University of.

Georgia,...Stieech. In September. 1975: "Whatever may have been true in .the\ past, there 'is no longer any, meaningful tradezoff between uneaployment tind.
ilifiliti'oft,'-' :-' . ' . . . .

'
(4) Although increased production and improved productivity are the hest,

.- weapons against-inflation, it ismseognized that., as tfre.economy approacnes 'full-,
i. titilization%a its human and capital resmuces, bottlenecks and price .Pressnres

may develop. To- avoid this. the Full Employment .and 'Balanced (lroWth Act
atilizes a whle range of both emphIyment and anti-iullation pflicies which will
improve our ability to nellieve fall'eniphIyment and ieasonable,priee stability.
These 111'00de-the if!As of .nunky..,micro-economic job measures that would, exert
less inflationary pressures 'per :increase iii Atployment than the exclusive-use
of general. monetary Undfiscni measures to attain the same increases in em-,,

ploytn4C-e.g.. youth employment policies, regicUml and structural emphSyment
.policies;;reservoir proj(k.ts, an(1 improved eoordination..of efforts at all levels.
The loug-range planning effortslunder the bill, inaludifig the...identification of
priority needs, would also t nd to improve the alli)CatiOa Of resotirces and in-

' crease the supply of goo , nd serviees to critical areas;experiencing :restricted .

sapplies.- -
. . .

Iii addition, the bill prOvif s thesedireet and vti-infilifjoul measures : compret
hensive information system to moni Cor and apAlyze.-001fitionarY trends I more
refined use of..monetary and fiscal policies; progranisAlla Imlicies-to -increaSe
supply of goods, services, labol% and capital in structuralry fiat maQets. with:.

. particular emphasis upon iitcreasing the supply of food and svtiergy.,..' provisions .

, .

1
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for export licensing; encouragement to labor and management to increase. pro-
; recommendations to strengthen and enforce the antitrust laws andto imrease competitiou in the private sector, The bill also calls for other

Fecommendations for administrative and legislative actions to promote reason-able 'price stability if situatioms develop that seriously threaten reasonableprhp stallity. The measure does not call for comprehensive priee-wage con-trols. however, because the evidence is lacking that. increasing real economiegrom.tii and reducing .miemplooyinent in accord with the bill's time schedule
necessItates such controls.

(5) As will be subsequently demonstrated. the fulfillment .of the objectivesof 11.11. 50 aud :;. 50 would gradually reduce the Federal Budget deficit and;whieve a surplus in thlecourse. In contrast. huge-oand continuous budget deficits
ure certain to continne,'so long as national polich;s'eoutinne vainly to attemptto squeeze the blood of adequate federal revenue from the turnip of a repressed
economy, This point should have pompelling weight among those Vim insist thata huge latilget deficit is a Kline pause of intiatlon.

(GI Beyond the proper approaehes to the restraint of inflation. the real
"trade-oa" it:o'sue is inq between intemphiyment and inflation. The real issueinvoolves recognition that the much larger real G.N.P. and other benefits result-ing from Humphrey-Hawkins immensly outweigh any highly uncertain esti-mated variatioga in the inflation rate which might result front the higher rate ofreal econtunii rowtb and the more_rapid_reduction of- unemploymentIt isth-e-firo-"VIF and beneficial to elect the certain benefits of a full eeonongrather than get hung tip on w.hat are, at best. extremely dubious and un-dennonstrable hypotheses as to the relationship between the state 'of Ow realeconomy and the amount of privy inflation. Forecasts of variable rates ofinflation in future', hased upon variable rates of real economic growth and un-emplotyment, are too hazardous and uncertain to 11SP them in support of accelit-
ing massive unelaproyinigit and immense real G.N.P. forfeitures.' This is sup-ported by the:I:let that the inflation forecasts in recent years by competenteconomists as to the rate of inflation have been extremely wide of the mark:Who among them' ant iripated Ihat douhle-digit inflation would accompany the
highest unemployment and the biggest real G.N.P..downturn since the GreatDepression?

.(7) On perhaps a high r plane of discussion, it is immoral .t.o tolerate de-liberately. and even to int e, the evils of massive unemployment on the ques-tionable ground that this enables the employed and affluent to beuefit by some-.
what less inflation than if the unemployed had useful jobs. We should move

toward full .emptoyment at all deliberate speed, and simultaneously direct ap-propriate anti-intlathmary measures to any serious manifestations or inflation,4f these in fact appear.
(St The CongreScIonal Budget Office has very recently supported the proposi-tion that the Full Employment and Balanced Growth Act of 1976 need not

inerease inflatiointry pressures, and might substantially reduce them.Alice ltivlin. Director of Q11.0., in a letter to Congressman Augnstns F.
.11awkins, dated April:12. 1970, in response to a series of questions submitted by
him on April 1. 1970 with reference to MR. 50 and its provisions, said this;

"... most would also agree that measures to reduce structural imbalances inthe labor market. to improve labor mobility, to reduce frequent oomrrences of
unemployment among the unskilled, and to improve employability by trainingand*tlie elimination of discrimination could lower the unemployment. rate atwhich the labor market becomes tight. If such measures were adopted aud were
effective, a non-intiationary unemployment rat6 could potentially bp evOn lowerthan 3 percent."

Ms. Riv1M's letter also said:
.

"Supplementary measures to reduce potential inflationary pressures bothduring the recovery period and in the full-employment .economy envisioned in"-11.11. 50 could hold down price increases. Their effect might work both.through,
reducing inflationary expeeta.tions as well as hy mitigating some of the under-
lying economic forces that contribute to price increases. Materials costs mightbe reduced by some of the measures suggested': and a weakening of the market
power of monopolies might result in somewhat lower prices if profit margins

. are redticed thereby ...lncreasing productivity in the private sector could headvantageous, partieularly if unskilled workers are to be drawn into private
sector jobs at relatively high Wages.

. .



-While the effects of such measures would stt6m to m1r14. in the directiqn- of
reducing inflation; it is difficult tO analyze.hoW.great. thateffect would,be With-
out more detail as to the .specitic polities envNioned. Further, while it is likelythat Sila measures would. resnit in less Inflation 01`3.-liercent unemployment 4

than it no anti-inflation program ,were adopted, Alm not possible- to conclude '
fliFit the inflation rate umier these eircuntancets i'vfrld:Jtemore or. less,than if
0 slovver-reeovery strategy aud/or a 111A...1(0.1g-44 nuemphiymept rate.target .4
Were adept ed."

..'This statement at least Makes ir,;'.laitii. that 'aUditimial inflationary prussures - -
would result from a fastti-r rattier than 'a.... slower roductiOn of unemployment..
However, we regard as more signifwat..and,,e(mOnsive):11,e first shatemeut. by., .

--Ms.'Id.viin, set forth above.. s',. ,-- , .

TUE :MNEF1TS AND COATS OF Tili iLIoE1IPLOYtANT AND .DALANgED,
O.IiArill !ser og 1476I

Aar attempt to apprAise thi' 'oderat litidget Alillar Costs.oc implementing the.iii.
.h.gislation will beemne. hoptl -sly confused. -Unless- these cokts ..are. measured

against : tli the enormous economic benefits, gained..fi!ont increased prodnc-
tion..employment. and wealth: (0.) the increasOd Federal Budget revenues-. due ',-
to higher empbtyment and production ; and (3) the Federal Budget stkvings insome programs,,resulting,frina higher vinploYnicaL.:Ind _linger -unemployment, and

--Thiffi-Aitlier savings ,whicti. would ,result" under the. legislathm. FOr:df One -only
wanted to Minimize the binbiet.dollar costs-of this-or- any other legislato, the-
logical_ conclusion would appear to be .to do nothing. This Would be incorrect,
ltecau4 it does not rmognize that Budget expenditures are necessary to meet
.vititl national needs and' that, when wittely used,- they -generate economic and
Itudg.et benefits.. Ftlra.examplo, 4 he creation (if -ic -. job far one person mhy cost
tw ice or more as ninilt:ln liNget dollars as unemployment compensation or
wet fare-hut Aremember, that the person .1.lc,m has 0. productive role creating
valuable goods and services for the society. Building a house or factory will'
cost ua,re in dollars l'han doing nothingbut remember that we then have the

_national asset of a hou,se or, factory. In other words, doing something usually
costs more en. dollars -Than. doing' nothiliii but if we are wise abtrat how we
spend money--Budget :dollars Imo other ollarsthe benefits from the invest-,
went ii-Vl be.far greater than the-rosts.

-For the rettsons- given above, the Humplirey-Haivkins bill should he evaluated
in the context of its broad benetit-enst raylo. We believe that this-. evaluation
demonstrates an excellent economic and financial barga.in on all scores.

First as to the economic- benefits which the legislation would bring, in terms.
of.produOion. employinent, and national wealth. It is-liot 'feasible. at this stage,
In estimate these benefits precisely. because the size and composition of these
benefits Will depend largely upon the:fat lire behavior patterns of the (Tl (lima?
at large.. and upon year-by-year decisions and actions by the President and the
congress, who alone:Can -propqe or enact legislation or appropriate fundts. The
propoged Act does not and cannot take the place of these year-hy-year-develw-
merits and qteisions. Like recent legislation reforming the Congressional budget.
pr, scess. theAct can only provide -a -flexible framework to promote pOlicy and
program. improveulents as the process of Executive and' Congressionar responsi7
bilities unfolds over the years..

..But saying this is not enough. Recognized methods are available for estimat-
ing, rougfily the differences betweim. (a) the course of the economy uillter a firm
determination. te use all available means to teach 3 pereent unemployment liy
theend of 10SO; this being-the Congressional mandate under the proposed Aet,
and (b) the contste'bf the.eonomy ,if if proceedothrongh 198O in accord with'
iutruial uhf,,ichlug. of. the eiirreht Adiainistratiiffl!s policies and pritgrams.These
estimated differences are ,offerM only to provide a iirtiad perspei:tive, not to
forecast. exactly What -thresident and the Congress will do. They will do- as *
;ri,-.,HSee lit. Al tlioiiglu vii riations intween -these. broad estimates, and aetual
iliveittpments thiring. l'..rit;71:0,0 under alternatives (a) and OW above might

' lw-slibstantial. they wmild prohaldy not be large enough to affect the utility of
.thesP broad estimates in evaluating the poteathil benefits under the propOsed
legislation.

.

It- is .estlinated roughly that- the Ilumplirey-Hawkins bill, properly adhered
to after enactment, would result in about 725 billion dollars more in G,N.P. of' .. '..
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prodnetion of goods and services (hiring the.,four calendar years I977-1980, 6r
' an- annual average of approxinudely 181 billion more in G.N.P. benefits, thab

would result under normal unthlding of the current Ad minFstratiOn's economic°
policies and programs. These estimated G.N.P. benefits are based upon com-
paring (a) the 'real average annual growth rate of about 7. percent during 1976-
19SO (designed td rNlnee unem)loyvaent to 3 pereent within four yeah) with a

. pattern of growth rate s. that are lrigh in pie first years and, taper off as the
economy apprintehes full employment, with (1)) a '.projected real average annuali

-. growth rate of -I percent under the -present Athainistratien policies. We regard
the assumption of a -I percent growth rate underllirreat 'AdministratiOn pub-
wies as generous,. in view. of the LS wreent averake, annual real' growth 'rate
whielf actually occurred (luring the_perbal 196ff-49711

It is further estimated flint the difference between G.N.P.. courses (a) and
(b i would relate to a diderence, 'during the four .yea.r .period, of' somewhere in

. the neighlorhood of 12.5 mill ion man- and. woman-years of jI)bs.
. Tliere are,m1ditional factors that coillil either raise:or jower these G.N.P. /

benefit n.sfitanteslietween now and 1980. Slime argue, for-example, that tlke high
th rates_ pro jeided eannot he aeldeved nor Maintained. This. hegative,

%iniilyIkk is rejected for th),, reason enuawrated on:laiges.e7. 'Me believe that, ..

',broad range of.new polities and pregrums in the legi:illiou Will enahle. us
41....._ 1:ncllieve lunch higher rilteS Of real "ec,momic grpwtlf than would otlarWitv ...

(Opt, These new techniques: May also make it possible to'redinfe unemployment.
r..elial,yilynore per increase in produCtion than has been the:c.ase traditionally....

hut.iflaition, there are other factork associated (with a movethent toWard full
enipl4ifte,.,whieli not wily niiike it,e;Oer to fiebieve the reqhired economic .

growth rate 'but also, and far. more :importaatlf,, confer: other:benefits besides .

higher reaL.wo ic grow'th. Thgel include the retinctiopo? erinle and other .

sorial i.aberrati ins; improved mental and physicid 'health in consequenee of 7,
..hiployment rat than_ unemployment for milljons of breadwinners and:their.
anfilies; increased family contentthent and stability ; hetternient of the living.
fv-Vornuent due' better 1fousing/cOnflitions; cleansing the environment in the

i wre limited use of the term, and 'enffirged social _services .generally ; reductiop
the stigma and anxiitty of poverty ; and. the vastly iffiproVed social and clVil

indite when everyon9 able. willing. and seeking .11' jOb is providett,an Uppor,
.tf nity for a productive and respected .ride in society. Although it is difficult
ti' pilaw .a dollar value on f-afeli benefits, without more extensive research than
w can undertake. these are almost imalculable gains that will result from the

-.- pr pk.vsed legislation when .enactN.
'lw benetit'f&about 725 billion fiscal 1977 .dollars more of G.N.P. during the

fof ealetitThr years 1977-1980 inelusive, about 181 billion more on an annual
avf age. and about 252 billion more in . 1980 alone, . cothparing the estimated
eon eimence of redu(ing Unemployment to 3 percent by tlw end of 1980 with the
esti fated, emisequences of reasonableSadaptations of -current'national policles
and programs, would also bring these benefits to the Federal' Budgets itself ; ..

Usit for rough mirpases a' 20 perceat ratio of Federal Budget receipts to.:
G.N. '. I assumin1f exiSting tax rates), there would be about 115 billion fiscal -

197.7 dollars more Budget receipt§ during the four fiscal years, 1977-1980 in-
,;. clusi e, about 36 billion more on an annpal average, and about 50 billion more ..

in-19. 0 alone.
Hilf iag taken account of the multiple-benefits under the legislation as set - -

forth ibove, nie turn, to voirciideration of the ijicreased Federal Budget outlays,
which would result from the legislation. The only such outlay which7requires
inserti in in the fiscal 1077 Budget at this stage is the estimate of administrative
costs ( tiring the first yeAr of operations under the Act. These admindstrative

.. costs mild need to cover the many initial planning and development steps
refplire to establish the new process and to determine the new policies and
pr)gra a s. This is estimated to be only 50 million dollars, in view of .the intent
to earr. forward the Aet's specified Federal activities under the aegis of
existing geneies and instrumentalities. In later years, it is estimated that these
administ ative costs would be no higher, and might be considerably lower, in
that mai y Of the planniug and developmental steps in the first year would be
of iastin .utility.

'. 1 All ben tit projections are in constant fiscal 1977 dollars.'

q g
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The larger issne is l'iiw mucli.would.be iieeiled In the Federal Buflget,lofti.
. .

.

pleMent the policies and programs embodied. in.,:,..the Full 1-,tuployi fiand .
Valanced' Growth ,Act of DM Obviously, no precise,estimates'lire fea. '114/w, .

any 'more than Oder .the EmplotMent Act of 1940. For the jiew. piJlOsat 'i 4 '
primarily ad .erxercie in improvit policymiiking. ThuS, Federal -Budge pohey ..
muter the..new legislation would- depenti..ns' we have indicated. iipon-. unfolding.:
events from year to .faf', including the perfp mance of the private -.:eetor under
the many inducements which the legislatiou would oiffer, and depend also upon

. year-by-year deeisions. reconsidera111015,,und adjustments by theePreAdetit .and
.

'the Congress. . .
N'he impructii-naity of precise 'or iletailtd Federal Budget expenditnre es, . ,

mates at. this stage is fully°?ecognized Wy the _Congressional Budget Mice. In it '
very recht laiper entieleti "An Econentie1Anal3Vis oNthe*.Full Employment and
Retain-ea firowtli Act (4 1970. the C.B.O. stateithis: "'Because the shite of the
econmhy pi any. future yeur is unkninva and becausi, a 'variety of policy options
are aV,ailable..im S. 50 [and 11.11..501. it is not aposslide to :provide a single cost
estimate of S. 50 rand lin; 50] f4o any partaiiffir year,',:, ., . ..

However, for the st-unetNasons as stated above with .,,respoi....to-0..,,s: ':,' and
related benefits. it is desiratle to' estimale in. brtiad per'spectlyeRhe in reason
Federal Budget expenditures that the legislation 1\ould entail, which is done in 4.

a very recent Congressional Budget Office study furnished tO the Joint Economic
Committee and releasol liy its Chhirinam. Senator Humphrey. AsSllIlling modest
economic growth between mow and 1980 (not the Itiglier growth rate' in conse-
quence Of the current legislative proposal1, the-C.B.O. estimates fflat it may be
lieci/sarY to create public cmphiyment . for approximately 3 million persons if ._

%ye fire tachieve an unemployment target of 3.5 percent. the target relevant.;
for an 18 year.old definition of "ailult." The initials net annual Budget cost of
such a priigram would be approximately 17.5 billion dollars, with',such (;osts
declining to about 8 billion dollars alum:* after' 24 months beeause of .de-
creased welfare and unemployment compensation amt higher tax "reveimes.
TIo...0 later net :mutual Voiding costs .would be 11--12 'Milton dollars if the' WI--
employment 'target is 3.0 percent. the target relevant for a 10 y-ear old definition
of adult. (The C.B.O. estimates of gross Budget costs are higher, running from

-.... about 27 billion,dollars ill the initial year and reduced 'to about-23 billion on a
. long range annual basis. But only the net Budget costs, reflecting proper offsets

due to reduced coks in consequence of Nile employment, are really relevant.)
Tie C.B.O. estimates only(' factors that could raise these net Budget', cost

.estimates. The C.B.O. naikesm higher cost estimate as an alternative, which is /
based on ii very large "displaCement" of workers from existing to newly-Treated'
jobs. Although this could occur if joli ereation is not properly carried forward...
we do not believe it will occur because the proposed legislation is designeff to','
add to net employment, and because the proposed legiOtrtion contains various
specific provisions to assure that publioempfoyment Will not be. offered to.Abosel;
.who can offituill private jobs despite serious efforts, or who_ leave, or refuse to

. accept other jobs under appropriate standards. Par a More.complete explanation
.of displacement and the various estimates of gross and 'uet Budget costs associ-

,.ated With this legislation, see "Xn Economic Analysis of the Full Employment
and Iiillanced (Irowth Act of 1970." Congressional Budget Office. May 2-1, 1970. .

In'addit,ion. the C.B.0*.'s net Budget cost estimates would be reduced by,,tak-
ing into account other savings to the Fedettel -Budget under the legislation. Smile
examples are savings from reduction' in crime. reduced ,interest costs on the
national .debt. lower. recessioffirelated grants to State Aityd local governments,
the economy in government provisions in the legislaHon. and so forth". Althoush .'
it is not possible to compute.with any preeision theSe Budget savings, they :Tre
certain to be sereral billion dollars a year, and to riseyear by year.

In summary, the CSI.O.'s estimate of net Budget costs of 8-12 Millen dollars
anunally.on a long range basis is a liberal estimate of the Budgeneosts tinder

or the legislation, given the uncertainties we face with reSpect to ,future ec4momic-
. !Gimulitions and,,the-implementation of tie policies mandated.

*
i- ' Although suell.Budget costs.are significant %vhen viewed alonV, they are. very
'small at.the highest/when compared With the benefits from a fulrehmloyment

policy, as estimated above. As,we have already indicated, the nation chn expect
the annual- benefit. ofadditional economic growth of roughly 180 billion dollars
a- year.,compared with' projection of current policies and programs. This will

. . .
. .
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mean addikonal Federal': tax revenues, as estimated above, several/ times the
(7.1t.O. estinnues of. the net. lindget costs Under the new law. Tlds: will also

'mean a rapid roductimt in Federal deficits and tlatrosmt of a Budget surplus
by. 1950. or hot Ian; tlfereafter.,As our el)I11111011 :,ense tells us, and th:e 4igures
slMw,.ftill omploy.ment IS a.great bargain on,all scores.

-..' -Mr. D.xtrts. I recognize the gentleman from Rhode island, Mr.
.

Mr. 14:An. Mr. 'Chairman, in the short 'periOd of: timt. that I have
'bepii in the Quigress. I have watched a: few bills go frOni the I louse

!.,to tlie Senate-to the Prm::.nlent anti back to tlie system/ again, finally
lOit on the PreSident's veto. /

. The admihistration's point, of view in helping private industry,
keeping everybody on top happy; not trickling doWn to help the
little !illy, it i:=', not helPing.. We still have 11-perce11 t, unemployment

f
hi RhOde Island.

1 hope this will be the beginnin7 of ,legistation'th/at: will see favor-
able .light in the Congress and that the President of the United
States mice and .for all will make an 611(4 atteMpt to put, people,
lut. '.k ,t o work:: ,, . ..,In 111 'State, e have been crippkd with military pullouts. for tho
last AO years.. We arerrippled with thel xtrle industry dwindling. .,

down, the jeelry. iddwtry dwindling dbwi . . . ....

. Everybod and his Uncle are making pi oduet s oVerseUs, crippling
our OW11 illdllSt.i'les ill Anal:iv:a, as well .a , mil' own Siate. I.think ir-
is cline that we have le' is in;z4ead of talking. about. it-:
Let us get the,lerislation on die bo6ks. ,

, M. DAII.:1,.'.+. Tliankyon. ,
.

.

-Joinin(r!,ns since th'eseilearing-: started this mornind- is. another
. ts . .

selizor mom .)er of the full COM mittee on Education .aml Labor, ..the
gent leman from Michigan, Congressman William Ford. .

Would yon care to. make a statement ? ,
.

Mr. llorn. Thank you, Mr: Chairman.
.--.1 clune. by..this InOrniner because We have a distin!mish.ed.leitizen

. .we are/ prpud.of in Michigan testifying. I left mv other committee
ine(:ting t(7°,..eoine ()vol.., here to hear Iii:-,; lbstimonv. .im O't1Tar:1,-.as he
.ustrilly,JOeNJias said.,-ivisset wou)d. Inive said if I were either as
a it i otilai6orrin ior aSiiK if Iliad spoken- ihst.

b" ' .

One.-of the retisonsj.'anl p4shing hard for him to go to the 'Sen1 ate,
.)Er.!Chairinan.,:so I 'IN'i:11' be. able: tp speak first for Michigkm on:this
coin n lit t,Ce..-t W4 lie will dO it On the other .side.

I want eo coMplimenttheMmirmam for gecfin7 this bill to hearings
and also especially to My ileat ;friend,..Gus Ilawkins, for the fact

. that, he has taken apiece otiegislation that, I cosponsored with,Mra
wlien I coulti not get copOnsors a couple.of Years ago, and now put ,

-it in a form notwithstandinw the Pail& Who are nervous and wor-..
vied .becanse.it seems to be Ccild.,.and Muaginatlye; has-a chance.and a
Practical Cliance. It is nodonger:pie-in-the-skY,er. subject' to the accu-
sation. that it is "pie in the sky." ., , , .

.The very fact that .he has; 120 of our colleagues to cosponsor thi,
legi:slation-already indightes'maybe we are talking about a piece of
legislation has been around long enough for its time. to come: :
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I hope, :1Ir. Chu i mnan, that ydtt will be 'able to exfiedite thesellear-'.
ings and wove Wit 11 thiA legislatio I as soon as.posible. :.

Thank yon.
. . .

. , ,Air:DANI EU:. I might say, in r sponse. to ilour last. stateurnt,' thati.
tile Fuheotrunittee lms scheduled iit least six Indreltearings alldit .Wifl
kiep ine-iully oecnpied,.at leakt:f1 the next INvek or 10 dtlys. ' .',

I might also say that other he irings that were sgfiedule'd on: int- .

portant ..leoislation,'not as. unportant as this.; thoirigh,..have been/can- 'A r'
gicelled In'order to accommodate this legislathm.:

Our first witness is 0, lii,ehly respected.. 4-vell47ecognized nnion
'leader. Mr. LeonardWoodi.'ock,president of,the ITnited-.Antoinaile',
.Aerospace and Agricult urol Implement Workers of AmeriCa.

I 'ext.end to yon, Arr. Woodcock; a most cordial' welcome and look
. , .forward with 0-reat anticipation ti) your continents. ,s,,--

Arr. Wmmon I: . Thank you very much.
. . .

With pun. perniii-:::ion. I Void(' like to file the full statement so that
I do not have to read it: '. .

.
.

Mr. DANIELS, -rusk nnaniinons consent that Mr. WoodcoOes ;:tate-
. . . ,. .1)molit )(` inc(wpoyated in t.ln:. record in full at fais ponif. . ...:. [The statenient referred to follows:1 .,

PREF,MtED STATEMENT Or LEONARD WOODCOCK. PRESIDENT. UNITED AUTOMOBILE,
AEROS;P* AND AGRICULTURAL IMMEMENT WORKERS,: OF AMERICA (PAW)
My name is Lemiard Woodcock. I am president of the United Antomobile,

Aerospace an;l Agricultural Implenient Workers 0.1 America. (PAW): The TAWis a labor nnion with over.1.4 members, organized Into 1,050 local uniOns
throughout the 'United States andCanada.

appreciate this opportAlnity to urge your Committee. ahd .the entire Con-
. gresto,- to spZedily enact the. Iuiil Employment and Balanced Growth Act of
'1970. as pr(posld in'the currcnt 4,Mareli 10. 1970) version ofTIR 50.

My views in favor of. and long-standing support for: full employment and
democratic national economic planning legislation are well Aknown and' hove
been presented to the Congress' on several occasions. Therefiire, today I shall
confine my comments to three matters:'

Repent -UAW 'Convention action on the proposed Act;
,

The "non-economic" consequences of mir failure to aChiere fjkemployment ;and
The need for speedy congressional passage-of the hill before yonr Committee.
On March 1S, the UAW held a Special Collective Bargaining Convention siner

we will be involved in major negotiations-later this year, That Convention wat
attended by about 2,000 delegates from every section of tile country. Recognjz-
ing that the achievement of full employmmit.iS of the utuloSt importance to
PAW membersin their caparity /Is workers and 'as citizensthe Convention
considered, as one of I s first items of business. and unanimously adopted, thefnflowing resolution, 7fititled ; "Full EmploYment. and National Econ0Mie
Planning":

The opportunity to find a led) at decent icily must be, made a fundamental
economic right. A worker without a job is rohhed of his hUrnan dignity and
the Chance to enjoy

Persistent, unemployment is , a pervasive problem In th e. nation which lin-.
ninges on all other social ills Being without a job and without ,the hope i)f find-
ing'a job erodes confidence in Our way of life, generates insecurity and, is an
economic dead-weight amounting to billions of dollars in lost goods'and services.

A full employment economy is in the best interests of employers sin'ee those
who earn are the custRmers who pitrehase.the goods and seryiees offereri by the
enipl'oyers. Tt is in the hest interests of the workers because their'. Job Security
pnd the enhancement of their standard of living depend on' having a job and

'I
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the economic security that. goes with it. It is in the intefests of the nation.as a
whole. beeanse. full 4:plialuent is essential-foe econionU! mid social
tranquility. Full empUiryniont is the key to a general protTerity,.with full pro-
thtetion.`a stable economy Oul a government with .71 social 'conscience: ;

For nearly three (lecades the Full 'Employment 'Act of 1946 has prornised hut
never mandated. a national j)olicy yf` full om lovment. The millions of the ".

chronically, unemployed aild the millions ..of ,lically unemployed are testi-
mony to the failute of our nation- to move bey d stated Wie3' 0 the actual
implementation of a full employment program.

Moreover, the past three decades have also eon the use of a sophisticated
'InlinherS game' whereby "full employment" s defined as an ever-inereasnig
percentage of intemployment: involuntafy unemployment is morally tinaecept-
ahle in a domovratic society which takes pride ill itsooliticIl Bill ofRights but
fails to guarantee an ecolionlie Bill of Rights to its peOple.

Tli.oe of Mlle faith :Hid oven loss compass-1.m argu- tliii.t full employment can-
not he achieVed without] substantial ratq of inflation. We maintain that full
eniploiiiivit and, indatiob g,re not insbarable partners. Indeed. genuine full

.eniploynUoit will help to. tight :inflation and iak6 possible an ever-increasing
inuirovement in the quality of lif(3.

Fe'r years now. only .lip-service ims been given to the notion Of a full entloy-
mem 0,....00lay. Except in war titnil, the within has never mustered its econmnic
will I eradicate unemployment. In fact, however. fulfillment of the goal of fpll
uniploythont cull he achieved.

Proposed legislation, known as the Hanvkins-Humphrey bill. luis :been intro-
duced in the House (HR '500 ' and 8enate IS 50). Its title is:the "Full Employ-
ment and ,1Mlanced l.lroWlit Act, of 1976." the most...recent (March 10, 1976)
vor-i,on Of that bill .providcs the basis for,effectiva legislative action.

lu sWilies that every adult able: willing and seeking to work has a right to
userld employment at a fair rare of compensation. The federal government is
to lake action so that their unemployment rate will not be more than 3 percent,
and to aehieve that within 4 years. In addition, the federal governmmit is to
nedertalze special programs aimeti at -unemployment among young people.

The bill recognizes that traditional gpvernment activitythrough fiscal and
monotary policy--has not been sntlivient ,to achieve and maintain Bill employ-
ment.- vial provides that supplementary employment policies are to he utilized.
The-e policies would includo while service, employment. publie works, grants
to slate and local govermnent. and other activity aimed at cYclical and struc-
tural unemploysalent.

most important.reature of the bill is that it specrfles-proeedures for demo-
.

era tic national economic planning to achieVe full employment as well as other
important social goals .such i'developmerrt of energy. transportation; food.
small business, and environmental improvement programs; improved health
c:ire. education, day.care: and housing: etc.

in short, tilt! Ha.wkins-lbuinphrey MR:would clearly establislra national full
-emploYment poliy, and wOuld create the: mechanisms needed- to implement
-that. Further improvementS Could 'be made in the bill, that iS true of every
lthole of legislation: nevertheless its enactment would he a time breakthrough
in the struggle for ceonomic justice. Many individuals and groupsincluding
'UAW and AFL-CIO leadershave partieimited in the development of this hill.
9Iiereforo. it is exPected that support for, the hill will be widespread and
enthusiastic.

The UAW will make a major effort, hy every level of the Union.:in
-to bring about speedy passage of the Full Employment .and Balanced -,Growth
Act of 1976. i.

The -UAW fully supports the principles and Provisions cif that Act as set
forth in the Hawkins-Humphrey bill (HR 50 and 8 50). We will support-feasi-
ble proposals which would further iipprovethe bill, Mit snch activity must not
be allowed toc substantially delar congressional ,actiox1. Now is the time for en-
actment of effective full employment legislation; nothing could he a -better

, o I bicentennial event. . .

0A national petition drive to seenre widespread ndividual endorsement of the
-Aet has been initiated by the National. Commptee for' Pill Employmetrt, The
UAW endorses that petition drive and will p rtielpate in that effort.
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I am sure that the mitmbers of this Committee are well aware of the unem-
ployment statistics, and the various' economic enr.sequenees of failing to

. . ailibtve full euiphiyment, rplienifore, instead of taking your time to review
those data, want. to eMphasize some of the "ilon-economit," consequeacest. Be-

...valise they eannot be suminat;ized id a few numbers, they are less often -cited
but are no less significant.
*,Virtually. every day, I reeeive letters at my offiee in.Detroit from workers
who have been put .-on indefinite hiyoff by the :into companies..Their Stories
drive home the horrible reality of the Nixon-Ford recession.,

Families are biting broken up because of the ineredible psychological strain
the lo:ss of dignify and self-worththat ociors when a worker can no longer
'bring lit irre the flayelleck that feeds :aid clothes the family.

We've seen an increase in drinking and drug abuse problemh that's very
alarming. Take the uity of Flint, Michigan, for example, where...auto workers
Yought the tough sit-down strike against (:eneral Motors that led tO OA forma-
tbm f itur Union. Within the last year. during which unemploymene at times '
hit 20 bereent in Flint,' it 'Weame the' city with the highest -rate, of alcoholism .

in t he i.ountry. Officials there have reportM alcoholic treatment programs are
150 peryent the norms, with ,mitre than 77.000 family members touched
by- alcoholism. The 11rIlg treatment center there reports a new caseload livice

.

what was projected for 1975:
41 hor statistics are just as.ularming. Child abuse, for example, has risen

seriously during this economic crisis. In 1973. when 9.6 milliou ears were pro- 1,

thlicivl in this country, cities like Flint !lad relatively high employment. in that
. year, there were I contirwed eases of child abuse. Ss .We, began to plunnnet

into the recess:on-depression. there were 112 cases in 1974. Last year, With inn
employment hitting. 20 percents in .Flint, nod :into production down th 6.7 inil
him there were 230 child abuse easesmore than twice as matly as 1973. The
extotrts roll us these cases often are itot the result of 501101114 mental problems..
Ler me share with you the words of a young social worker in-Flint, quoted in
a recent issue ,ir 'rho Progressive (Feb. 1976) magazine: -

-Thostitry l'asboconfb stycominoll in Flint, it would be a cliche if it wasn't
so terribly sad. The man Inn; been employed, for maybe ten years. He'had

*. ilei lii lit4one, a modestloulso. perhaps even a camper and lots of paymmits.
lie had debts, sure, but he also had hope. Then came tho layoffs. Still, he didn't
worry. Ile had unemployment edmpensation and onion benefits amt.. felt he
would be called hack before long.
-11ot he didn't get-called hack and the special benefits ran out. fl lived by

tbe skio of his teeth even in-good thnes, because there was always somethinA
to pay for. And now it gets worse and his optimism fades. He's around the'
bouse almost all day and .he has fixed everything in sight..Something goes out
of the family ftecause he's around. He sees the kids when they are dirty and
in6y and mislodiaving. And they,'don't pay him the same attention 'they used
to when they greeted him. at the door when lie came home fritin iork.

"lie had, always had the disciplinaty role around the house. He was the boss,
the breadwinner. So his relationship with his wife chauges. (He hosses her
around and demands she bring him a beet because he has to prove that he's
still the man of the house.... . In a sithation like that, e\-erybody in the house
gets bent out of shape."
."This young caseworker in Flint, Greg Hiliker, goes on:

."I-'don't know how many cases I've had where the father admits that what
his child did would normally not have 'been cause for a reprimand. Or it would.
be overlooked. But in tlie house' of the :unemployed, there 4siscn much tension
it's like striking a match in a room full of gas furn6. The child misbehaves,
the father loses his temper and smacks much harder'than he intended. 'There'

is no .evidence Of.sadism'or serious emotional illness in most of the ehild-heating
cases we have lasen seeing:. . . The hospital Or the doctor shows' me a child
covered with _bruises and yhen I ask the..parents what happened, the father.
breaks down and tells me he did it. He says' over aad oyer again that he's
sorry, that he simply lost, control, that if he could only find a job he. 'would
make it up to the Child...-.

It may sound crazy, but jmost Of the 'child heaters are concerned and loving
fathers.. And in a way theytare driven to childheating because they are."'

.1 0
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We are seeing other evidence .of the incredible human toll behind .those un-
emplo.vment statistios, tito. Our expeAtence irf.Flint is not a statistical abber-
ration.' National statistics from the Center for the Preventive and Treatmentof Child Abuse and Neglect, for examt e, report that across the country child
abuse epses increased- 36 percent fr( 1 2S0 eases per million population in1972 to ISO in 1974. Another 4ational tudv reveals that nearly 60 perct3nt ofabusive fathers were out .of work at lie time. of the abgse or had been un-
employed (hiring the iNmediate year before abuse occurred.

.The Division of Biometry ,nt the .National Institute of Mental Health re-ceiftly circniated a private report to a select group of pSychiatrists and p4-
chologists around the country tklerting them to expect a major increase, in themental hospital and jail populations as the-result of unemployment. Otherstmlies.by respecte(l scholars and institutions point to similar patterns.

'Dr. M. Harvey Bronner, a John Hopkins University 'professor. recently testi-fied before the Joint Econothic Committee of the Congress. Ile detailed -the-kinds of stresses brought on by unemploymentthe hornntnal, -physiological
and psychological changes that'do damage to the body. His study shows- a clearlink 'betweezi health and recession over the last 74) years. In periods of down-
turn in the economy, we see correlating increases in heart attacks, Cirrhosis,
alcohol ala'ise", suicide. iufant imirtality and mental illness. .Dr. Brenner predicts we will be .paying for the effects of the recession for
years in the future. beetinse there is a delayed reaction inherent. in certaintypes of health problems, spell as heart disease hired on stress and resultanthigh blood pressure. His shuly indieates ou nation can expect the following
increases in-recession-related ,lisorders:

A 1:1 iv 25 Percent inereaseSn heart attack (leaths. ,,,,A tlt) to:35 percent iticrea4 in alcoholism.
.A 15 to 20 percent increase in the infant'death rate.
A lr tit 100 percent increase in'mental disorders.

. .
. .

.A 1 to 25 pert;ent inerehse in suicides. .

In . Oil. unemployment is not mefely being out of rt ork. It is a disease
which society mnst attavk :with- the salmi.- vigor hod publiejeffort that wasdirected against malaria, polio. and other Las.

.We Cannot follow the president's prescriptien of stimulating the basineSssector. and the well-to7do, in the hopes .that will eventually help others. The.job of reselling the unemployed, and simAnitously absorbing the growth of thtworkforce. cannot he handled hy the privqe sector alone.. In addition to .tlig .historical cam ses of labor force growthpruparily increased ponulation. :suchas the bahy. . om following World War 1.1 which will continue to hffect theworkforce 'for several yearsive have the inure recent phenonemon of increase
participation of women. While that has already had substantial effect, remem-ther .that even now, only aboutt half of all women of working.age are actually
seeking employment. Thus, there can helarge and raPid increases in the size ofthe workforr.e iif the femalP participation rate growst .signifteanpry. We mustutilize public service employment, and- other Programs directly aitried at provill-ing employment. rather than libping for sufficient growth .incingvate employment..While some may view this as a problem. I see it as ail opportunity. Full
utilization of otir labor force, plants and eqiiipment. and resources ean providethe goods and .services to ,,ittaek numy social problenM It is 'a plain fact that.
we make progress in an expanding economy and that minorities, the powerless'and the pdor are the real viethns of a contracting economy. When times are ."gooiL". the, society is more willing to share its abundance ;hid redress itswrongs.' When things are "bad:", individual elements of society 'are concerned
more with self-preservation than with social improvement.

The current versron .of SIR 50 recognizes this need to go beyond the tradi-tional tool of fiscal and monetary policy. It provides for democratic nationaleconomic planning, hnd the use of publie employment aptivities..I am well aware that the Congress 'will receive criticism of the)bill frommany quarters. Some frtun those who oppose the.coneePt and would like t--) seeit defeated or at least weakened..Vitieism. will also come froth those whogenuinely favor the concept. hk would like to see it strengthened. In myjudgmelir, the time has porno forY-eongressional passage of this hill, in order tofirmly declare, (as set 'Wilt in the preamIde to the bill) the national commit-ment "To estahlish and.. translate into practical reality the right of all adult
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Atucricans able, svling, and seeking til Work' to, fuill onportmiity for useful
paid employmait at fair rates of compensackm..'. :" '

. ,

Of course, subsequent legislation will be needgd to riroi;eed olo'ng Hie road.to
full employment. In addition, hard work untst be done by. the Executive.branch
to cianply with its mandates under the'Aet; 'unfortunately, we 'are Jlot likely .to
get that from the present Achninistration,'sMce it haS sp,ecitled that its.own goals,
u'qiuld permit uneniphiyment to stay iver 5 pereetd. (hiring the next .presidim-
tial term: 'Nat is simply another reasim why the' AMericoi . people rint elect a
new administration whieh .will be respinisie to the overwhelming majority of'.
the population, m o have indicated consistently in public. opinion, polls that
they lndieve the gin -irnment should guarantee jobs.ftir all who want to work.

The fact ti at. th bill does not detail the tothl attack on unemphiyment. is no
reason to delay action further.-We. in Old UAW, have shnilar experiences in
collective bargaining: anotlwr.part of the resolution adopted by our recent Con-
vention pointed Oa that our technique has licen."achieving an innovative break-
thrimgh in an important area of wiirker concern, establishing a tirm base. and
then in subsequent ncgotiatimis, building on this sound foundation." The legis-
lative -nroceAs is similar. The eurrent version of HR 50, Is the product 'of hard
vork by many &devoted to..the alhievement of full emphiyillent. It is the ill-'
lPhvative brea'kthrough and foundat wn to support future action.

Additional modification of the hill IA not needed 110W. Now is the time for
'Congress to indicate its approval of the foundatilin ; we can then work together
to build on that..; .

...
.

,,

STATEMENT 'OP LEONARD WOODCOCK, PRESIDENT, INTERNN-I,,, ,
- . .

TIONAL UNION, UNITED AUTOMOBIL4 AEROSPACE AND AGRI-
CULTURAL IMPLEMENT WORK1PRS OF AMERIO, ACCOMPANIED
BY DICK WARDEN, LEGISIATIVE DIRE TOR, UAW ..

''Mr, Wooncocu. My name is Leonard Woodcock. I any accompanied
by Dick 1Varden, the UAW's Legislative Director. We have approi-
mately 1.4 Million active members organized into 1,050 loeal unions
throughont the Unit ed States and Canada..

I appreciate', Mr. Chairman, this Opportunity to urge your commit-
tee-and the entire- Congress to speedily enact the Full Employment
and Balaneed Growth Act of 076 as proposed in the'current version
of 11:11'. U.

I want to say I ilil also here today to testify in support of our syS-
tem of private enterprise, properly miumged. Two weeks ap-o, we
hail a .eonvention of i.)..tiO0 delegates who unanimonsly passed the
resolution in support of H.R. :i0.'-

I would also like to address myself tothe noneconomic (xmsequences
of unemployment..

,

.. Virtmdly every,day I reeeivC, letters in my, office in 'Detroit from
workers who have have been put- on indefinite hiyotr. Their stories
drive home the horrible reality 'of the Nixon-Ford recession.

. Families are being broken .,11,because of the incredible psychologi-
cal-strainthe loss of dignity and self-wo-rththat occurs When a
worker can no longer bringhonw the paycheck tint feeds and .clothes
the family. .

. We-have seen an increase in drinking and drui g. abuse problems
that are very alarming. Take the city of 'Flint, Michigan, for ex-
ample, where auto workers 'fought the tough sitdown strike against
General Motors that INI to tlw formation of our union. Within the
last year, during which unemployment. at times hit 20 percent in-
Flint, it, became the city with the Idghest. rate of alcoholi,.a ..ir the
country.

\--___.
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Officials .there have reported alcoholic tiyatinent programs are 150
pentent above the norm, with more. than 77,000 family ..members
tOmhed by alcoholism. The drug' treatment center there report-
neW caseload twice what was projected for 1975.

Other statistics are just as alarming. Child abuse, for example. has
risen seriously during this economic crisis.

A young social worker in Flint said:
.1 do not know how many cases I have had where the'father admits that.what

his child did would normally not have been cause for a reprimand. gr it would
be overlooked. But in the house of the unemployed, there is ,so much tension
it is like striking a match_ in a room full of gas fumes.-The child misbehaves,
thie father loses his temper and smacks much harddr than he intended.

There is no evidence of sadism or serious, emotional illness in most of the
child-heating cases we have been seeing. The hospital or the doctor shows me a
child cover.ed with bruises and when I ask the pitrents what happened, the
father breaks down- and tells me he did it. He says over and over again that
he's sorry, that he simply lost control, that if he could only find .a jbb he would,
make it up to the child.

It may sound 'crazy. but most of the child beaters are concerned and loving
fathers. And in a way they- are driven to child-beating because they are.'

I regret. we have A. Chief Execiitive who say we need to be more
concerned with the, 90 percent working than Worry abont tile 10 'per-
cent who areinot Working.

Onr experfence in Flint is not 'a stiZt)istical abberation. National
statistics from the center for the prevention and t-reatment of child

-abuse and neglect., for exiunple, report that across the country child
abuse cases, increased 36 Bercentfrom 280 cAes .per millioui popu:
lation in 1972. to 380 in 1974. Another national shah- reveals that

..nearly 60 percent of abusive- fathers were out. of work at the time of
the abuse or had been unemployed during the. immediate. year ,before
abuse occurred.

pr. M. 1-larvey Brenner. -a John Hopkins University professor. re-
cently testified before. the Joint Economic. Committee ,of the, Con-
gress. Dr.'Brenner. predicts We, will pay for the effects of the reces-,
sion for years in the future, because. tfiere is a delayyd reaction, in-
herent in certain types of health .problems. snch as heart disease based
on stress and resultant high blood pressure.

His shidy -indicates our Nation can expect the following increases
in recession-related disorders: a 15 to 25 percent increase 'in heart
attack deaths; a 30 to 35 percent increase in alcoholism; a 15 to. 20
percent increase in the infant death 'rate; a 15 lo 100 percent increase
in mental disorders; a 15 to.23 percent increase, in suicides.

In short., unemployment is not merely being out of If ork. It is a
disease which 'societ:x must attack with the same vigor and pnblic
effort that Was directedeagainst malaria; polio and other ills. The
index says it is 7.6.percent..

Mr. 14ANTELS. I nnderstand it was announced overthe air that there
was a'further decrease from 7.6 to 7.5 percent.

Mr. WoollcocK..I think that is coincidental to the..next point I was
going to make.

In 1958. the worRt recession -we had .had since the'. great depression
-until this one, unemployment in that recession..peaked at 7.5 permnt.
I might say. it took over 5 years tO get, below 5 percent. altlupgh the
economy in that period grew by 25 percent,
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We. have another cnriosity. The:percentage c2f the atlult. population,.I mean those over The age of 16., hat are now efitPlOyed. is,plose tot he averatre that-we have had post-World War II ObvionsiY,, thereis 4 reasonfor that.
:11x3.947, women Constituted. 41 percent of the WOrk. forCe. TodaK.v constitute 47 percent. of the work force. Obviously. that should.11)4 a ood thipg. The Nation should not be weakerbeeanse more arewtllng to woik....rilu Act that. more are willing to work represents atrr;mendons opportunl.tyto improve the quality of life and the wealthof the Nation.
Two weeksago

on our emplpynkt
ieies..had

.entirejob. s
.1.-ou . know. when. We ook at the overall

figure aMong 'blacks andother minorities. the unemployment rate is:13.7'percent: among alt,teenagers:. 19.2 percent: amonp black teenagers. 35.2 pereentr belowthe age of .2. 16.1 percent .inclu-ling tens .thousands that thisNation ordered In.to Vietnam.
ThZ;se are yonng people not earning tfie. discipline of work. andif it goes into, their midtwenties and Lleyond. we ar.e going to.have onour hands a new lost generation. We -also have the.asSoCiated problemof plant closinp and abandonments. becanse we have, ip that sectorof our economy,.a laissez-faire satiation where management can just.move Away, dependent. upon their. own deei4n..move away frontcomMunitieS. move away front workerS.who have been:with them fru'20 or 30 years. Particularly, too, in the ease of conglomeratesand...interestingly enongh usually moving to the new locations with theaid of governmental subsidies.Take the situation with regard to bankruptcies. W. T... Grant: o'rimportant. competition. When specialty steel workers are abandoned'in their fifties despite 29 a id 30 years of faithful work: hoW do theyget other.jobS?

I get letters becrtuSe we ha e dozen. litprally dozens.of plants that.have- been closed bv one twation or another, and they .are fromdesperate men and t;omen.
LWe are-told we canhot,0 down this road, because toe]: at Britain..I want t6 say that the policies of the labor' governments in Britainhave, been primarily nationalization Anil the bailing out. 'of inefficie*enterprises, which has createda disturbing economic situation in that;.courttry todriy.

,: But I point out to 'on the.example. of weden. True, Sweden' hashad.d.for 40 years, a social7dem'ocratic
government, but 97 percent of-the Swedish: econoniy is private enterprise, if you inchide cooper.atives as private enterprise, and. they certainly belong there. 97 per-eenta greater percentage thaA we have in this country.They have within that economy sharp competition. They do notprotect the inefficient:

taq, 'year, their nnemPloyant rate, despile a .worldWide raves-sion, .was, 1.7 percent. Actually loWer than 1974..We have heard tAlkthis morning about 'shortages. A part of the Swedish system 'is toantieipate shortages that. ariseas the veonomy expands and Certain

reek magazine had a remarkable pieceeynuInt .pf.oblein. They saii tile old pot-aittthat the private sector cannot do the
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prodncts becohie in short, supply, and they subsidize in the private
Sector the creation of' the manufacturing capacity, or whatever, fOr
those items expected to be in short snpply. so as the economy grows,
they have a reserve, stook to meet the sitmition. -

They have accomplished this with a substantially smaller inflation
rate than we have. I onphasize, inefficient enterprises lite not bailed
out, but the workers displaced in those inefficient enterprise& are re-
trained, relocated, if necessttry, and reemployed.

Full employment can be an ottainabk policy. The full utilization
of our labor force, plants and equipment and resources, can provide -
the goods and sNwices to attack many.social. problems. It is a plain
fact that we, Make progress in an expanding economy and thattninor-
ities, the powerless aml the poor are the real victims of a contracting
economy. When tinies are :`good," the society. is More willing to
share its almndance and redress its wrongs. AVhen things are "bad,"
individlud elemel4s of society are concerned more with self-preserva-
tion than social improvement.
--May I- refer to the. question of tinder-utilization- of our capaay

rfroreorror 1f.61-S was-the firgriTime:"Tair econ-8my
had the twin elements of rising unemployment and rising inflation.
ln the past, the chtssical remedy for inflation was to, increase un-
employment and rising inflation. In the past, the classical remedy
for inflation Was to increase unemployment, which Mr. Nixon de-
liberately did after he became President. ,

Now, we have risifig inflation and rising unemployment. is
because for Jhe most part in our syston, prices are not set, by the
laws of supply and demand, but are, lidministered prices set in the
corporate board monis based upon cost of opef-ation plus an ..X. per-
cent birget rate of profit.

So, as the capacity utilization of the, enterprise falls, unit costs
kpevitably rise. I7nit overhead costs rise, costs that cannot, be re-
duced. Yon Can throw the production workers out on the street, but
there are. overhead.costs per_ unit ,protbiced,. and .mder the .adminis-
tratio-illirieing system, there is tui inerease of price, to maintain

prhf-it.margins. so inflation ficcompanies unemploymea.
As ea pneit y is .more.fully iitilized productivity rises. ITtaler the

administeret:I. pricing system, prices would tend to fall, and this
yonld he. count et-inflationarv.

The cummt.versipn of ILI/. 50 rer,ognizos the need to go beyond
the traditional tools of ji,cal and nibnetarv polwv. Tt provides for
democratic natimial economic planning, and the use of pithlic ciii-
plO.Nlant,

I tun well aware tliat the Congress will receive eritiPism of the bill'
from many quarters., some from those who oppose the coitel:pt and
would like.to see it. defeated or at least weakeupd. Criticism will also
eOme front' those who geriuinely favor the l'Uieept, hut would like
to see it strengthened.

In niy judgment, -the time,lias cow for congressional passag,e of
this hill, in order to firmly declare (as set- out in Hub plvamble to the,
bill) the national VolUITlititiva:

To ectnlinsh and tronsinte into prootival reality the right of all mini!: Ameri-
(Jim.; nide, willing nnd sheking to work to f I opporin»ity for 118Pful mid On-
ploymOnt nt fair rates of compen'Hation.
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Of course, subsequent legislation will be needed to proceed along
the road to full employment. In addition, hard work mast be done
by the Executive branch to comply with its mandates under the ad;
unf(Trtunately, we V.i:e not likely to get that from the present Ad-
ministration, since it has'specitied that its oWn goals won1.4 permit
unemployment to stay over 5 percent during the next presidential
term.

.That is assuming .no recurrence of inflation. That is simply an-
other reasoli why.the American people must -elect a new Administra-
tion which will be responsive to the overwhelming majority of the
population, who have indicated consistently in* ptiblie Opinion polls

'that they believe the government. should guarantee jobs for all whowant to work:
The fact that this bill does ,not detail the total attack on unemploy-

ment is no reason tp delay action further. We, 'in the UAW, have
similar experiences in collective bargaining; another part of theresolution adopted I
teelmi qne_ has been_"aclieyingan -i-mto-t-t,4-40---Ineakthrougl-tin animportant area of Worker concern, esttiblishing a firm-base, and then
in subsequent negotiations, building on this sound fomidation.'

The legislative process is siniilar. The current version of KR. 50 is
the-product of hard work by many dedicated to the achievement of
full employment. It is, the innovative breakthrough and'foundation.

4o support future action.
Additional modification of the bill is not, needed now. Now iS the

time for Congress to indicate its approval of the foundation ; we canthen work together to build on that.
Mr. DANIELS. Thank:you, Mr. Woodcoek; for a very fine and in-

formative statement.
The Chair has a few questions to-ask of you. I am going to impose

flue 5-minute .nde, thatilifive been apt to do as serving as Chairman
of this subcommittee irthe past. We'will have a second go-arOUnd
for our colleagues.

ILR. 50 provides a goal, of attaining 3 percent unemployment to
be achieved in 4 years of enactment. Do yon think that this 3 per-cent goal is a reaSonable target and attainable within the period?

Mr. Wrooncoric. T rertiiinly think it is.attainable. T hope it, would
not be a permanent, goa because T consider the frictional' level ofunemployment, to be something less than that, Init, I sumat it, asroal over this time, period.

Mr. DANJELS. As president, of the United Auto Workers, T ern sureyou are aware of the effects of regional and cyclical unemployment..
Do you think that IT.R. 50, specifically nnder section 204, which ispag0 27 of the till, regional and strnctural employment policies.would help the members of your organization; as well as otherworkers in a similar position?

Mr. Woonroca. What page is flint, sir?
DANfErs. Page 27.

Mr. Wooncork. Yes. it, rno4, certainly would if there were cyclical
downturns and hist orieally. our industry has always 1111(1'kt:hese, al-
tlOugh there was a period in 'the early 1960's when that largely

f
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disappeared during the tune, as Cone-ressmitn O'Hara said, tl at we
had reasonable price stability.

Assuming the cyclical behavior of the-private economy,-tbis Would
be of great help, and it wonld not be makework, it would not/be leaf
raking and the rest. This Nation has most shaiiiefully neg1eted its
public sector of any country .of which I have any .knowled(re

Mr. DANIELS. On page 4 of the bill, under general find.ngs, the.
'statement is made that high unemployment often increases inflation
by diminishing rabor, training and skills.

.What has been your experience 'with the. relationship bet Ten high
Imemployment and inflation?

Mr. Wooncsicit. It goes on." fully agree W.ith this staten ent.
It, says diminishing of labor training' and skills. Those are bound

to be directly affected when a man or woman is long wit out work,
without the discipline of -work, plus the psychological mpact that

.my statement addresses itsdf to. .

The underailization of crt-pit-a4resomcc,-
and when we have high unemploVment and 'recessio ary period's,

_

.the rate of productivity always drops and it increas.es as we begin'
to recover.

High unemployment, without question; increases in it labor costs
because, productivity drops. -This is nothing at all u usual, not be-
cause people begin to work less hard, but because the o erh4V burden
rises and the cost per unit produced, as you have und ilitilization of

..-Papacity, thereby increases.
Mr. DANILS. Mr.' Wocxkock, cm page 12, of the , there is a list

of priorities to achieve full unemployment and b danced- growth.
They are, liste(i as followS.: development of energ transportation,
small business improvenwnt policies, and programs required for full
eniployment and balarieed.economic growth and re lires also to com-
bat, inflatkii meeting Meaningful economic levels f demand.

po you feel that we should attend to these pri 'ties in the order
1i4ed here, or in any other manlier?

Mr. WOODCOCK. As I read the bill, as I unde tand it, I do not
look upon this as priority No. 1, and then, that, h mg been achieved,
we move to Nos. 2, 3. It would be an attack u on all of them, as
T understand it: T am in full support of what is set out there.

Mr. DANIELS. DO you think that this should b a full and exclusive
fisf of priorities, or other consideratiOns and 'iorlties added to it
as tittle goos on?

Mr. Wooncom. 'Itein 5 provideS Tor that: wh other priorities,
polieies and programs that the President deei is appropriate.

DANIELS. Am there any particular pri( rities that, you would
like to se,f added to it?

Mr. WOODCOCK. Those that T am the
rently are in items 1 through 4.

Mr. DANIELS. I now recogni76 my distin ruishod colleague frOm
Coniwcticut, Mr..Sitrasin.

you have any questions?
Mr. SKRM4IIsT : Thank you, Mr. ChaiJm n, and thank ;ydu, Mr.

117(xxlcock for your statement before us t forning. In spite of my

mo. s/ concerned about cur-



earlier .comments, ,I think we share the .same goals, and that is to
get to as low a ra:te of unemploynteOt. As pOssible. 'I would think
under 3 percent is certainly most destrable;. I just disagree in the.

imethod bywhichwe would .be attempting'to do it through-this par-
ticular legislation. / .- . .

You mentioned in your Staternenthe glifficulty of any buSineo
when faced with a lag in sales and atteT4ing to cnt- back. In other.
words, it is often easier to cut out' thCeMployee than reduce other
elements of overhead. ... - 7 .

As I. n n d ers t ood yoursommen0yonstiiidthat prices are established .
in the hoard room by determining.. eost of production and adding
profit, and so forth. I do not know 4any other Wayof doing it.

Were you suggesting that there*slionld. be 'a different Wr.'ay of
handhng that? . ,

Mr. WOODCOCK. No, you Cannot sell Automobiles as..you might sell
''. apples, having the price go up and down like a yo-yo; hour to hour,
,day to day, but it is a fact of life-t1atifTeneral-Motors-Ciiirp7is-pri i g
policy is to set thprice.of tfi'.. 'end *duct based npon the produc-
tidn of 180 days a year, 36 5-day weeks, to yield. 'a, return, after ..
taxes, after all expenses, Of 20 percent oh the net investment, which
means.h; 5 years, and over time They haYe actuallymet that goal, they
are making in net profits an amount egnal to the assets of the busi-la
ness when the 5-year.cycle began. o

Mr. &KARIN. Are you saying Genef*Motors is thaldng too much',
bywayof profitlhan they should? 4.4 A ,i , i

Mr. WOODCOCK.. I think the 20 percep net profit target is far. too :7: ,..., '

high.
Mr. SARASIN. We live in a real world; Mr. Woodcock. Are they ..,

making too much by way of profit., when we, look 'at the need.. fpc
reinvestment, the need for ,return to the investors, the need tO rttOp't!..

,

the operation going?
Mr. WOODCOCK. General Motors can have the target as high as iti841/4 .,

has because of market dominance and its acknowledged grim% " 0.
,.'efficiency.

Mr. SARASIN. That great efficiency is, in large measure, due to the
productive efforts of your union. It can only exist as an entity fis
long as it is a healthy economic entity, and em loyment depends
upon ii.1

.

Mr. WoODcocK. I. am not opposed to investment. n completely
supportive of this system. I am not cOmpletely supportive of a sys-
tem that is going to cow-tow to the private sector and say to millions
of oir people, you stand outside the ecOnotny, we will not worry

: about you, as long as we have 90 percent on our side,, we do not, need
to worry about the 10 percent,. We cannot keep a democratic system
with that. .

Mr. SARASIN. I do not agree with yonr characterization of what is
being said here.

Let me go to something else you mentioned. You talked about the
great effort, made in Sweden: low unemployment, which ekrtainly is
very good, if the figure of 1.7 percent is as yein stated with 97 pereent
of the economy being engaged in private enterprise.

1 i 2
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iS I my understanding in regard to Sweden; that the govern-
ment a lies very little tOx 'burdetik to business "and indtiOry and
instead, shifts 4 to the individual,7o that the indiyidual is paying
almost 70 perce4t of his_ income in taxes to tho .goyernment to run
this great, utopi n operation. .

I do not think when we look at our own situallon, where the tax
burden is probab y somewhere ardund 10, 11,pereent per eapita, that
wnwould like to get to that. I do not think the people of this country'
would like that, in exchange 'for .a.111 of the great th.ings that are

'supposed to be in this pacticular piece of legislation...
Mr. W000cocK. I have,..never heard or seen such fiffures, where the

,SNCedish 70 percirit*A0-06 .a.10.or 11 percent. TITefe is a greater
.'personal tax 14.4)4 've7s,' but they get a much greater geturn in .

tgovernmental serviiies Itz..t: that, much greaterin Sweden, yon Imo v.
,4::.when a guy: loseChikjo10:Ckhe emil of the month in which he,' s

job and..he 1eh lic4th care p-mitectron and he is a dat
-----"with ' noworkrng \v1feanl4hTee small-Ms-at Ii.Onte: he

haVe itn, make the rtgoniAhg decision, should I let, inv!
.,prernii,in lapse and .,trnst they will stay healthy until (13;0,',

$cark;,or..,shall I paytliat,-and p6ssibly run the risk of not trai ngn11e
to rued 'the mortgage liayinent 5 months froM now.-
..Y.Thitt,is hot a civilizexl canary that pnshes such decisio '
dividnals:.The Swedsh system does.have an inutginative use of 'the
tax codeS and tax system to help private industry. I wish we had it.

,Mr..SARASIN. J.,wsh we had it too. I think we tend to go the
wrong way.

I am wondering whether we are being honest with the.people if
we are telling them we can gilve them all of these things and not
them about the hooker. The hooker is that they may have to pay 7()
percent of their income hack to-the Government in taxes..

mr. 1W000conjc. I continue to reject your 70 percent NVithOut seeing
.so le supporting data.

Let me say one thing in this regard. We 4alk about the investment ,4ax credit which is supposed to help capital forinatioO and the
making of jobs. yet when this was first deNted, or debated again in ;1_

1971, the then-chairman of the General Motors COrp. said GM does-
not. make its decigions on capital -investment based on the .0's and
doNytis of the tax code, but. based on the anticiipated needs of -the
market .

behavior. lint Congress and thn adulinistrati in :insisted that GM.
GM says, we. do .not need it. It will mal5-no di frevence to our

too; liad to get the lienefit of the 7 percent:
That is a waSte of Money; that is a thorough waste of moni.y:
Mr. SAItASPN. I suppo4 we con hi spend a good deal. of time On

that subject.
. lit your statement, ),10...Nr.00deock. you referred seyera mos to

democrat ie national planning: I ani not really convineel 'at itwonld be fill that demorintie.
You nlo say that t lwre is a loyt her need ea:q:

correct toe if Into wrong-10 pioceed tilting the road of Hi cup) oy-ment.
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I am, curious to know where yon think we Would have to go after
the enkctment of this legislation. What should- be the next step. or
stepsi.L.

Mi....ArOODCOCK. What I am trying to say, sir, is rather than.try
to make a perfect instrument, that we 1)_jit the .foundation in place,
and then on the basis Of experiende we make the necessaly additional
changes to respond .to neW Circumstances.

Let me say why I .alwayjs say democratic national ecOnomic plan-
ning. You refer to shortages. We live in a world where- incri.asingly'
we are going -to; have .shortaees. We live in a wprld where we are
increasingly dependent on the, outside world.

I might say. of the inflation of 1972 through 1974,. the domestic
inflation was never double-digit but hi import inflation was over
23 percent, awl that bronght us to double-digit infiation. I 'am C011-....
vineed that to (kal with the .shortages* they crowd in on us more
and more, we are going to have national. planning..

The questiOn is, fin. N- v1iost benefit. Is it .going, to be for the
corporate strueture, ot,for the benefit ol the-Nation and the .Nation's
people?

Mr. SARASIN. My impression of a corpOration, or of any business
entity, is that, it is only a onduit, and it is people who.pay taxes
people who really carry the btirden.

My time is up.
Mr. DANIELS. Your time is up. I hope there will be time for a,.

second rotund.
I recognize Mr. O'Hara.
Mr. O'HARA. Thankyou very much, Mr..Chairman.
Mr. Woodcock, as you know, I haire- just finished about. a .week of

morning and afternoon and evening sessions of theHouse Cominitteir
on the Budget, where we are trying to piit together a nmeh nior
sensible congrmsional budget document than the one that wag pro=
posed by the White House. .

I was very interested in your otservations about some of' the
causes -of our current unemployment, particularly the situation in
which we find priee increaSes in the midst, of unemployment:One
of the argaments that I kept running into on flip Budget, Com-
mittee .was, if we, did anything to help the, unemploytd.,if we did

.

anything toput people back to work in We public or priVate sector
by increasing deinaml- or by public service employment. that this
wonld cause a raging inflationarY spiral, that this,wOuld be a great
disadvantage to the 90 percent' Who are currently working Iwcause
all of a sudden the price f everything they have to buy would, go
thrmigh the ceiling. .

like very much what you have tO say, what, you are pointing out,
that, We are not in a elassic inflation sit ation Where we have excess
demand.. cull utilization of our production eitpaeily..full utilizat ion
of our' labor force and excess demand driving up the prim of the
thingS that we produce, beeallse we just Cannot, produce:any more.

I f that, were the sitiuttton, wc wouttl be in a t nuleolT problem:
where, if we tried to put more, pr.ople to work or inerease demand
further we would have a trade-off with price increaso; luit. I rather
like the theory that you put forward and others have put forwart

72-531 -76 9
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as some Of us did on the Budgel Comnattee, thgt .is, that our prit
increases ,tli4t;' we have suffered'.are,'to a hirge extent, the product,
not of incre.asea demand but degreasing demand and the'higher unit-costs tlatt are. involved-when production goes dowii,_when you have
fixeli overhead costs. . .

.

Production goes down because demand went down; and unit costs ,

go up, and, because/they itre;.able, as Mr. Sarasin suggests and yoti
have suggested, to determine the price based On the unit cost rather'.
than on the demand, the price.goes up, and we have the. situation
that we now see.

z .. ,

-That has been my theory.of .What has gone wrong. It i when you.have administered pricesand you recall _Senator Paul Donglas's
piolwering work in that .regard..Now, our problem- is that we do-, not. have enough demand in the economy. What we have, to do is
huiTd this demand, rai§e production.*The, way we do that' is putting
people back to work and' making sure they have.the wherewithal to
buy the output of our mills, our factories, our fields. .

I would like,you to e'xpand on that theme a little bit.
Mr. WoondocK. Ten years ago, I think that we, aid have demand-

push inflation. We dia have that, and' Nve did not proVerly respond
to the escalatioh of the war in "Vietnam.
. Mr. O'HARA. We shoUld have enacted that tax increase before
we did.

Mr. WOODCOCK. Part of the problems we are still suffering today
are product§ of that. We are not in that kind of situation today..

It is very popular 'to attack government spending-4 'am not 're.-
ferring to dither side of the aisle, becausethis popularity.is affecting
both parties. Gove,rnment, is not yery popnlar with the American
people today. It is not hard to understandWatcrgate, Vietnam,

pow there is even corrupt practices of the leading corporations, the
antics of the FBI, the CIA. It is a marvel that the American people
are in as good a shape, as they are.

.

The public opinion polls show that ifjou `ask if people are noninst,
grp-ernmental progratnstalwy say Yes. If you ask, `What would you
NO about this, governmental program, they answer "oh, that is--all right:" .

.

Tlw fact that programs har been miSmanaged and have not met
-popular 0-oals does not mean that, we have 'to say that there is not
a fmictiOn 'fen. the Fede:ral (1:: rument and It function that, is clearly
in line, with what the Con iturion says, and the' Declaration of

'Independence says. .That is *liy..Iliope ( % , ,,, It"; produas of the bicentennial .year
will be. this legislat, 1 . .-

Nr. O'HAnA. T- t :: ''°' fine monument, if we could enactI, ,., 0- .;

this during the lace 0 ' . .1*Ii i id overrideAhe veto that. I would
i'anticipate.

.

, ,;
We are confronting a recordimacer in the White House.. Tie has

set an alltime record for vetoes. I am afraid that'we may have, such
a problem.

1

Mr. Wooncocic I would anticip i.that, sir,d,,,t,r, 1 and' maybe this is a
progre§sive disease, when I hear tha , 'even the Defense budget, may
be vetoed. I do not know quite how the Kremlin is reacting to that.
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Mr, ('HARA. I thank the distingnished witness and assure him
that I will do everything I dm to help .push this legislation, .

Thank you, Mr. Chairman. .

Mr..1)Athr.s. The gentleman.lrom Rhode Island, Mr. Beat'd.
Mr. BEAIW. Thank you, Mr. Chai Tian,
-Mr. -Woodcock; I certainly appreenite the fact that, a recognized

national.leader has taken the thne to come .here today to bi:ing a
ineS.-age on behalf of the millions of people 'in this w.initry out of
work, plus the thous.ands"Tipon thousands of people who are.presently
working ,but could very well be out of work, if we do not :proceed
with some- worthwhile legislation in this Congress. I appreciate your

bring the vo..e. Of the milliOns Chat. they represent collectively to the ,

comMents a (1, your interest, -and I would hope that all of the na-
tionail leader.' in the laborforees of this country would do likewise,

Congress and to the White Ilouse. The people are ti-ted of being out
of work,.and they want to seethis conntry being treated as wotreat
other countries around the world.

Mr, Wooncocv. May I stlyi for the Full Employment Action
Council there is a wide speetnim of "suppoyt. The cochairpersons are y,

Coretta Icing and Murrey Finley, the president of the Anialgannited 1
Clothing Workers.. . ...

N Mr. IimAnn. Thank you. .

.

.

. .,

Mr. DANIELS. I recognize the distinguished mit hor c f the bill, the
gentleman from California, Mr: Hawkins;

Mr. I lAWKINS. Thank you, Mr.; Chairman-. .

Mr. Woodooq2 returnifig to page 4 of the bill and toparagraph 1
that was quoted in part, but I think the re,,st of it was not, that dealt
with line 16 on page 4 of ..the bill, says, in addition to the other
enumerated causes of inflation, the language is used that modern in-
flation has been due in large measure to errors in national economi

. policy due to the erratic monetaly policy, erratic' energy and foo
policies and.effective policies to maintain competition in the privne

--..
sector. .

I assume i4i those instances, J--think we. have a right to assume, ve
are'referrifig tO some of the-policies that are currently in opera on,
and my question to you is:do you agree in substance to the I'm illa-
tion that the current recession, of whie 1 we are now suppbsed fo he
recovering, which Illikr be only temp itry),n natnre, but at least it
is a mild revovery, during "the election (year, do you eonsider the
1973-74, Which was a trongh of the recession, to he something that
could have been avoided but was largelN due to errors in national
economic policy, the erratic monetar and .fiscal policies, and to the
failure to be able to adminikter prices and eontrol high interest
rates?

I am asking.you to comment on that particular section Of the bill.
Mr..WooncocK. That. is .11 very large question.
One cannot looli at. the ex-perience of 1973-74 without reacting to

the central 'point of that, that is the oil embargo and tile quad-
nupling of petroleum prices by OPEC.

Certainly, I think this is the only nation that relies entirely on
the. private sector. I1 ere we have a, group of oligopolistic oil com.-
panics which for yet rs exploited the oil-producing nations for their
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own be iefit and .pow are"thi?, 'hapPy hand maidens of the OPEocartel, to ottri-y out- thebtoitel's objectives, as well as their Ownprivac objdctives. - .

s

When the oil` enibdrgo hit- and the initial 'disaster for theindUstry, I came down hero to Washington to find out what
hatipening, what is goingto happen?

I found 62 separate agencies dealing with energy, Without consul-t (ion, without coordinatidn, sometimes at cross-purposes.
There were only t.wo places that I could find any possible
swers: the-American Petroleum. Inst.ittite, whose answers must,. atleast be suspect, and the energy economics section pf Chase4Wn-

hattan Bank; and that figures, too. They were the only two places inthit country you cnuldgq any sort of notion. That is sheer govern..
mental folly.

Yet, 2 years after that, More than 2 years after that, we have takenno .steps. We are liore dependent now on foreign enern-y*urces
than we were during the period of the oil 'embargo, aneMonetary
policy is these days, in the hands of Arthur Bilnis, whom President 1
Meany has deseribed aS a national 'disaster, certainly that is undue
powor in one man's hands, and I do not tlOk that policy.has been ttniwell planned.' Certainly, qyon look at the question of -fbod Policy
and go back to 1972 when we stripped our cupboards to .giVe it away.to the Soviet Union at the expense of the farmers, then there wasa tremendous npsurge of food prices,

There are so many items Of irresponsibility .and inefficiency in nil.-
.tional economic policy in the last few years that much stronger lan7
'guagecould be used: .

Mr. IlAwimts. Do you agree that the Administration's posture 'of
advocating acittback in priority of domestic needs on theAasis that

.the problem is excessive Federal' SPending, that it is nwessary to con-tinny the 'so-called trade-off theory of continithig high levels of mi-
, ethployment and that prolonging recovely on the basis that it is ar cause of inflation, are misdirected policies that are. .not 'really; in
effect, attacking the inflation ,lmt are rather calling' attention to. the.
wrong causes, and therefore distracting us from nny basiC .attack on
the real causes of inflation.

Let me 'state it another way.
Itave you heard anything from the Administration about admin-

istered prices, anything from the.Administration about monopolistic
practices'? Anything from the Administration which would attack

in any way high interest rates, certainly inflationary, or'.any of theother real causes of inflation? .
Mr. Wool-worn. I eannot'say that I have, sir.
Going back to 1971, we had the Price Commission in plaee. 1Theinitial rules of the Price CommisSion said, if any enterprise, wiAed

to get a price inerease,' they had to justify that price increase hy
brineingforward. productivity figures. .

Trie automobile companies were the exception. Wlwn GeneralMotors canw down for price inereases, they maintained tri. the Price'
Commission, as they have maintained to flu. UAW ove the years
that they do not know what their productivity is.
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They know what the cost of a screw is to the third decinial fopint,
but, -they cannot add all of that up to what is thdr productivity, and
the Price Commision changed the rulesto say they did not. have to
produce productivity figures -and instead, took simulated figures
from the Bureattof.Labor Statistics.

If that .wns not'bending governmental policy to a big power center
in our-corporate structure, I 'do not know what is. That has been the

.,whole approach of the Nixon-Ford administmtians.
. Mr. IlAwKINs. Let me a-sk you this question, then.

With respect to the automibile industry, do you believe that; full. .. . .

employment would lead to exmssive or inflationary wage rates in
the autoinobile, industry? .

Mr. Wooncork. Let me say this in answer to thar; lef me be frank.
I dii.not know how -Many Of my colleagnes would ioin me. If this

nation (Toes down. the road to full employment. a§ it_ has_to,' in my
opinmi:,1-for the sinvivitl'of derridtratic soeiety, then the, practices-and

: attitudes of th147 labor movement in this country will have ,to change.
Each union will not he' ab1 e. to take 'its one-best god Aci. notworry

., about the -impact on this segment of the ec"-onomy or the, other. We
have to do what, in fact. is done. in Sweden. They .are thoroughly

.organized, Sweden. TI,Ic ;14.0 represent all the blue-eollai:.workers,,the
TC() the white-collar workers. Those 'Organizations. thgether with'
the industry grouping, and the governmeirt. Make t determination,,
what, can be t.he total pie, Yrhat, are the.policies to bake this bigger
pie ? :\Vhat can bit, done within that to jutve minimal inflationary
impact ?

. If the labor movement., and industiT do not acRoMmodate them-
selves, the.n there will have to be measures taken to see that they do.

I would believe that they would have the !rood sense to 'see that it
would be obviously to their own benefit to make that kind of

Mr. ILkwiuNs. I certainly thank yon for your candor that per-
mitted- you to answer that.

One final question.
Some refereme was made to one indivklual, I think to Mr. Key-

serling, the economist who was the, chairman of the, Economic Council
during the Truman Administration as th e. chief architect of this. bill:
Certainly Iwould like to give, him that', eredit; because I think he
deserves a lot of credit, beeanse ha..hapPens to be one of the few
members of the Economic Conneil who has a good economic per-
formance. Even Mr: Greenspan does not have. such a claim.

As one who'attended such a conference,,I think two years ago ,a,t
Columbia University, also the citizetrformation of a citizen coin-
.mittee to which Yon referred, a eommittee for full employment.

May I ask you whether or not you believe, this legislation .is the
sole, product of the mind of any -one individual, or was it a collective
effort, on the part of many individital§lrom labor, business, the Civil
Rights movement, 'legislators, 'and manyothers, as those who partici-
pated in some oT the earlier movements ?

Mr. WOODCOCK. I cannot recall any legislative effort that, had so'.,
many individuals and so Many organizations directly, and some-
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times, may. I ,say, with a few.. bruises beinv inflicted; involved in
getting where this bill now is.

Mr. Haw Kfics.. Certainly, as one who was involved in that, I mustconfeSs I certainly had a lot of the 'bruises due to the:fact that toodarned many individuals seemed to. be involved at times.
Thank-you very much.
Thank you,Mr.,Chairman.
Mr. PANIELS. I recognizethe gentleman from Michigan, Cohgress-man Ford.
Mt. FORD. Thank you: .I do not think you should be quite that 'hal.sh with Mr. Greempan.

He sot out to conttrol intlaion with unerhployMent and proVed thatunemplOynigt can Make more unemployment faster than anybody
. , who' ever tried to before. He-has at least taught us that that is the.wrong- way fo do it.

--One: Of the things..that is bothersome that this legistatien toucheson, in a whole variety of Ways,'isthe'brisiCAuestion That is reallybefore the-people now. It. seems. as thouoh the incumbent President iS
§aying I do not -need, the 1 rcent that are.nnemployed to get'.

. ..- reelected. There is not Much do Prthem immediately that theywould appreciate. anyway. /gOt h break a'ndo'Wall Street te ISenough newspaper colunmi.. that'. thitin Fire , getting good ind'-s. enough la.rge obrporate ilisidents project a rdsy future and it its.at the right time this summer, we Will Weather through this an I if --4"..ye tough it out and keep unemployment-Someplace reasonably dloseto a decent figure 6f 7.7 percent, that--Will hold the lid on inflation,
-. then eazegthing will work its way out. .. ,It.is harkl finding any kind a precedent ttOt. utt the base of it,what . started,. :With: the Nixon Administtalidn 'where we 'had., .

. .
. economists openly..advocat,ing pabliclyr'advocating without great

public outcry, actually, exeept- for people lilie -.-Yourself.-that---dertb=
crate policies to create unemployMen(NIght 'be 'necessary..to controlrunaway inflation. ..

As you pointed out, we were responding to inflationary .pressurescoming from outside of the country, and it had as:much to do with
the problem as anything that could be identified.

Now, how 094,we utilize the thrust of this bill to put" before the
American peofrle the basic. question of whether we can, in, a demo-
Tratic society, accept 3' percent, 4 percent., 5 percent. 6 perdent, or
any, fixed" percenta e of.'unemployment as an acceptable leYel 'of
unemployment if th , objective is to control'inflution?

Mr. 'WOODCOCK.' et-me, say, notsimply sonie 'economist said we
have to accept more unemployment as a.-..cure-all to this problem.

. The President himself, Mr. Nixon, said in late, 197O or early UM,
unfortunately this bitter medicine.. is what I have to give to the
conntry to correct all the-ills drente4 by the predecessor administra-tion. It did not work.

Obviously, there is some figure that.iepresent'L in a free system',
. frictional unemployment. I am convinced it. is below 3 percent.

You know, when we came out of .World War 'II, we, generally
accepted 2 percent.
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. Mr. Foal). My I interrupt you? The 2 percent we were nieasuring
when we came out of World War II Would be considerably lesLthan'
2,percent today if we. were using the same rules to do the measuring.
Starting at th end o he Johnson Administration, the way we did
the measurin I think We really are talkingtoday's 3. percent'
:would be som thingikker than,. that in. post-World War II per-
centage figur

Mr. WOOD OCK. Right. Again, the numbers are not exactly con-
,sistent, but Sweden's rate last year was 1.7 pereent, down fromjhe
year before. Japan cbnsistently has below 1 percent, mostly because

of their system in the priyate economy of lite tenure, So obviously
the frietiofila rate. is 'considerably below- 3 percent.

Rut.,I ani telling our peo.ple, ldt 'as .itot, get. hung up whether it
shouht. be less fhan 3 percent. Let us get this show on the read.

if in 1955, when we were fighting industry to c.reafe, supplenwntal
unemplo,yment benefit .plans, and we hinikisied- on a perfect- sss-.
temwe would not haY-e it today.Ve gon!fierincipal in hand.. awr
'we built'oh it, as time went by and means and ways .wer4rindirat

s- Mr. FORD. The mythology, hOwever, has taken hold. n, M. O'll:tra
has'mentioned, the arguments that have taken place thi, v.-,ok in the
BudgttCommittee. A surprising number of people cling tin nleit
that anything we do that succeeds toe Well in reducing apemploy-
Ment is.going to cause us a horrible price in inflation and all of t
terrible things that that word means, and we seem incapable
Shaking' people from that firm belief that . inflation is so destructie
of society that we may have to take the bitter medicine that 'gr.
Nixon talked about.-

The entire tenor of this bill, taken .in its totality, it is that the
central most important thing is reaching something close tO whatever
full employment might be, whatever definition is used, .so that you
are utilizing all of the productive capacity, laying aside .a ham/In
consideration for, it, so that you are;.in fact, taking a basically in-
dustrial eountryiand putting it back in full production, 'so that it
does What t 'finery was-meant to do to work at full efficieney.

How do its able to approach your memberShip, for example,
who are' n elves unemployed' at the moment with an under-
standing 'h4aerence between the threat to them of inflation and
the thr Yn throua continued unemployment, of their less
senior members?

. Mr. WOOKOCK.- We have to convince people that first of all, neither
Congress .nor anY administration, is going to balance the Federal
budget And eliminate the, deficit except as Americans go back to
work; moving towards a full employment economy is "- counter-

''-inflationary. We cannot accept these, myths that sometimes are
generated.

Maybe the people this fall will educate. the people's representa-
tives. I had no trouble with the members. of UAW tidking about,
these things, whether it be In the context, look, we should not hdye
'import quotas against the imports, we have to beat them at their
own game, even though there are heavy periods of unemployment.
You can-convince them of that..
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,The people of this country are not stupid, they..are very intelligent.There .is ,more lack Of faith in- the system i4 this city than in finycity in this whole country. That is not a universal .condenmation, but,there is a trend, a fad...going on right,now that we have just gOt toget turned around.
. '''Mr. Dezsams. The'gentleman's timeis up.I -recognize the gentleman from Washington, Mr. Meeds. Do yOu ,have any questions?

. ' Mr. MEEDS. Thank yOu, Mr. Chaiwan..
,

.

,

. First, let me apologize Mr. Woodcock, for not being here to hearyour oral, presentation. / have.had* oppoPtunity to look. at your -statement. ,_ .

A . .I ,ItIn struck-by the tangent of thiS problem that yui have directertyourself to, the sodial conflict that ensues from lack of - employment,. .-and your statistics on child beating and Ong al.Juse and the increasesthat are caused in unemployed families.I agree wholeheartedly, I would just arsk 'You if. you Would a crreewith me. that being unabl to find ,a'job is perhaps the 'Most dZili- ttating experience that -a human being who - wants to be productive,,_
can experience. Would you 'agree with that? . . ,

Mr. Wooncock. I most certalnly Woukl. I can say that of' my- ownpersonal experience. . ../When I lost my job in .the Great'i)epressinn, I was in no dangerof gi?ing hungy and never had to think ef a welfare .line. but thepsychological, crushing notion was there that, you are not needed, you .are less than' somebodY. We cannot just accept the future, of fhis
.Nation as one in which We are going to say to millions pf people:"You have to accept the fact that for our good, you are less than

.

) .

..sonieborb7."' 413-
.

Mr. MEEns. Much' of the disenchanW. 1 lif the system with the
problems you were' explaining- about ili.e.'way 1-4efile: view the- future
pessimistically comes from this VerIgfactor...Wonfld you. ag-ree With.that? NO('

Mr. Wooncock. Very definitely, NI *ay I add to that. There iS abasic strenzt1Lin this'people, There .."Oilasic strength in this Nationthat its political leaders are ignoring. .

Tf they would appeal to that basic strength; they .would .be sur-priSed at the response they would get.
Mr. Mums. I would agree, toe. I can think of no other program,nothing that the Government, the .Federal government eould, do,

which would-be more importamt -to this country -in economic, socio-
logicalipsychological, and in all other terms, than to get people. back

.to work, can you?
Mr. WnoncocK. No.
Mr. Mrsms. Thank you. . .

ME. DANIELS. Do any of my colleagues desire to ask any furtherquestions of Mr. Woodcock?
Mr. Woodcock, 'on behalf of the, committee, I again wish te express:"my thanks to .you for your appearance and' your testimony.
Mr. Wooncock. Thank you very much. .

. .

. Mr. DANIFLS. Our nektwitness is Professor Robert Eisner of the
Department of Economics of Northwestern :University.

... .
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) Welcome, Mr. Eisner. I notice that ydn have a .404' gthy statement.
It is not quite fift4en pages long. The Chair would- like to suggest to
you that you.submit your statement for the record. It will 'be p.rinted
i full, aind then -summarize your views in order to afford the mem- 12

31z1 .s' of 1,1),i.k committee an opportunity Visk you questions.- .

Is that' anTeesble? .,
. ,.. .. t, ,.

, Mr. EISNER. Yes. L'et me try.. to harlf-read, lialf-sthumarize, and v.
. ..

sof-t of- shorten it. '. I
Mr: DANIELS.: Proceed in any fashion thdt you want. I will see s/

that your statement is incorpkrated in .the i..6cord in fill]. I shall now .

ask ,unanimons Con§ent that Your statement will be incorporated irri .

Is there aky objection? 4 ; 1 '
.. .,, Waring none, it will be`so ordered.

----- . [The stateAent referrtd to follows ..]
e".-

,
.

,

' PREPATIED-oTXTENITIN 1:1T-ROBEIMEISNER, NOM it WESTERN UNIVFAISItZe

: )I teartify support the bilsic objective and principle of tIle.- Full .Employment
/.4a d Balanced Growth Act of 1976.-

It is past time that, we establish "the tight of all adult Americans able, will-
)

: ing, And seeking workl to opportunilieS for useful paid employment at fair rates
of compensation.'

The losses-from unemployment are far more than the suffering Of those with-
out jobs. With unemployment of labor goes a squandering of our nation's physi-
'cal and human resources, . .

Unemployment directly affects Vast numbers of individuals. In j-he last year, )
which has..seen unemployment Close to nine pereent and now at 7.6 PErcent,

. still larger than the average of .our post-war recession lows, more than 20 mil-
lion' Americans have been uneinployed. The associated loss, of output has been
in the neighborhood of $200..billion,' more in a single year than all of our ex-
penditures.in the long, tragic years of war in Southeast Asia. This loss of out-
put goes far heyond the loss of incomes to the uneronloyed 'alid their fewilies.
It moans lower real 4ncomes for masses of fully eniployed, of self empleed and
of those living on the income .of their ifiyestments. Significant unerployment,
su.eh as we have recently experienced, is,a national Catastrophe.

the Full Employment and Balanced Gro*th Act of 1976 is fundamentally
soond in finally declaring it national -policy to achieve and maintain full ern-
ployment.-It is wise in mandating the President and Congress to implement
*that policy. It Is hold and correct in setting a goal of three percent "adult"
unemPloynient, corresponding to minithal frictional and search unemployment.
as the full employment target. It is right in setting forth a variety ,of imple-
ments foi achieving theAfull 'employment goal: general fiscal and monetary
poliey; programs directed at regional and, structural unemVoyment, youth un-
employmentl and, particular cyclical difficulties, and coordination wi* state
and local gaternrnent and private sectors.in our economic activity.

A key issue to be faced is the attainability of unemployMent as lew fis three
pet-cent Nlthout inflation, While unemployment thaelow has been reported' in
many other economies,, the United States has experTenced that low a total Un-
employment rate only during World War "TT, and then We had a full set of
government regulation's, including wage and rice Controls. ..

.It,may further he argued that even t . four percept unemployment widely
recognized as a full, employment targe in the -siitres and actually ettained
by 1965, is no longer reasonable in view of the,changing composition of the
labor force. It is maintained that increasing proportions of teenagers, df,Wornen
and of minorities difficult to assimilate int6 urbtin employment all contribute
to an inevItablY higher minimum rate of unemployMenf. .

.-. I do not accePt this argument. First, unemploymant has al7ays been eon-
centrated among relatively marginal numbers of the labor force._ At one time
it was.whIte, Europeim immigrants and "Okies" or displaced farmers. Now it
May h Puerto Ricatut or Blacks or yoliths or women. In no Wise can we con-
'done ire of the economic system to provide employment to those who seek
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it. In large part it is inadequate aggregate demand that causes unemployment,certainly a major component of the difference between three percent and nine bpercent or 7.6 percent. Irriproved monetary arid fiscal policies will go a long wayto bridging t,Fis major gap between goals and recent and current reality.It is likely, however, that part of nib path to three percent nnemploymentmust involve programs targeted specifically at the employment of new entrantsinto the labor force, of women, of minorities, of yonth and of those sufferingfrom lack of training, experience_or mobility. Adequate efforts aimed at thosein relatively high unemploymerit categories will facilitate the major role offiscal and monetary policy in proViding sufficient aggregate demand for fullemployMent without inflation.
Policy-makers must, however, not allow fear of inflation to continue its nearperennial paralysis of, efforts to achieve full employment. It is true that thebuoyant market demand which is associated with high employment may alsotend to encourage higher prices: Such inflationary deniand has not, however,been a common occurrence in the United States economy in peace time. Indeedour recent bout of high inflation, reaching 12 percent per, annum, stemmed notfrom excess demand but froth short'supply, particularly 'skyrocketing prices ofpetroleum and associated sources of energy and higher prices of agriculturalproducts and raw materials generally, essentially determined en world markets.Efforts to combat such supply-induced inflation by choking off demand throughtight fiscal policy or tight monetary policy can only result in the massive un-employment and recession which we have experienced.
Further while well-guided efforts-to combat inflation are certainly in order,it must he recognized clearly that our ultimate goal must be measured in realterms. the maximurn,provision of goods and services. If real production is less,the economy as a whole is elearly worse off, whatever the general movement inprices. It is fashionable to object to inflation under any circumstances, but thereal loss from a general upward movement in incomes and prices would be'minimal.
What has made the .recent inflation so painful is simply that incomes inmoney terms moved up considerably less .than prices. Clearly if prices rise by12 percent while incomes rise on the average by five percent, there is essentially

a seven percent average.drop in real earnings. But this is merely the other sideof the coin of a seven percent drop in real output associated with= recession.The American people would have been no .better off if prices had risen onlyseven percent and incomes not at all or if prices had risen not at all andmoney incomes had fallen seven percent .Conversely if prices had risen at 12percent and money incomes had risen at 16 percent, a condition which wouldhave existed with normal full employment growth, there would have been littlesubstance, at-least in the aggregate, to public complaints about inflation.In enacting and implementing 11.11. 59 it must be recognized that' infiatiqnis to be fought essentially.by providing for better competition, increased effi-eiency and maximum output. To combat inflation by reducing output and em--ployMent iS to create and magnify the very 'evil that the struggle against in-fiationwas thought tO Meet. V'The costs of unemployment and the associated loss in output are not merelya current loss. With high unemployment have come masiive declines in capital.fortnation. This has iricluded sharp drops in residential construction as Well asin business acquisition of plantnd equipment. In addition, millions of youthsand other unemployed have failed to acquire or to maintain critical experi-ence, training, and the skills which are the essential human capital which pro-vide for the bulk of future production. These losses in investment in physicaland human capital will cast a heavy °burden on the years ahead reducing thefuture availability of goods and services for a generation and more.Wpile I warmly endorse the basic purpose, principles and -goal of the PullEmployment and Balanced Growth Aet of 1976, I should like to point to anumber of instances ia which internal contradictions or bars to effective imple-dentation should be eliminated or where improvement and strengthening of,the bill may be undertaken.
First; it is important to stress the primacy full employment. Whateverobjeetives may exist in the minds of various backers of this bill, many ofwhich objeCtives I share, the bill must become a carriage for a broad assort-ment of relatively unrelated programs. We would notwant onr efforts toward
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full employment to undermine other basic principles of national policy such
as equal opportunity, non-discrimination as to race and sex, and general ob-
jectives of fair_labor standards. But a program for full employment cannot be-
come, the vehicle for defense of a mass of special interests. It is dedicated as
such neither to private employment nor ,to public employment, but to employ-
ment in general. It should be neither an instmineut for detailed planning and
control Of the economy imr au obstacle to what planning or social interventimi
appears desirable. It sli,uld lte noted specifically that'"planning". for full em-
ploynient need not.neccarily haply interfering with free individual choke ex-
pressed in free competitive markets. Providing for full employment need not'
imply smialist planning. All full supporters of free enterprise should see in
full emphwttent the one healthy environment in which it can flourish.

fly way of specific objection, I must call attention, in the critical Section 106
on fiscal and monetary policies, to the call to "balance the Federal budget or
et,t.ate, a surplus tinder condi(ions III' full production. empl(yment and purchas-
ing- 1)0wer" t page it;) Itl is may appear to be couventioiml political wisdom
and indeed a widely expressed economic goal. In fact, we have -no basis.for.
assuming that it is consistent with the objeetive of full employment. Efforts to
hnplement this may make the attainment of full employment difficult if not
Impossible.

The essential issue again is the provision of adequate aggregate demand. If
with a bahmeed budget aggregate effective demand proves less than the vothme
of goods and services all 'those willing and able to work ean produce, then
taxes should be less so that demand is higlwr. Verhaps paradoxically, the con-
ditions under which a balanced federal budget may be consistent with full
employment nip likely to be those where federal expenditures are very high.
Where the stimulus froM federal expenditures-is relatively small, taxes may
have.to beexceptionally low to offer sufficient tompensating private demand.

A balanced federal budget at full employment tnay indeed be.in essential
contradiction with the objective of balanced growth. For by balanced growth
We ordilmrily would entertain the tuition that eapita/ and output will grow In.
proportion. If capital and output are to grow nt. say, a four percent rate with-
out inflation, we might expeet- that "balance" would imply a four percent
growtlr.in all assets, real and monetary, iueluding the relatively secilre assets
in the form of U.S. Treasury obligation which form such an essential anchor
and source of liquidity' in many portfolios.

The total federal debt is now approaching $600. billion. Even if inflation were
reduced to zero. which ,is clearly beyond the most optimistic of current fore-
casts. an increase in the federal debt of some $24 billkn would then he . neces-
sary. to provide balance for a'real growth of four percent in capital and output.
If we are to attain and maintain full employment. a balanced budget would not
entail balanced growth. For assets in the form of Treasury obligations would
become a small and smaller portion of bank portfolios. pension funds, corporate
holdings and the savings 41f individuals. If We are to go further and Create a
surplus under conditions of full employment We would only aggravate the dis-

tlortion in our financial structures.
The call to a balanced federal budget may be necessary political. rhetoric. It

is questionable economics and a potentiallY serious roadblock to the attainment
of full employment. The federal budget should be used as a means to the attain-
meat of full employment. Balancing It or creating-a surplus should only be
undertaken When it is consistent with the full employment goal. We have no
basis for assuming a priority that it is. To enact balanced budgets or surpluses
as-a goal of a full employment plan may well contradict the.essential purpose
of that plan.

Section 107 on anti-inflation policies raises some questions with regard both'
to what is omitted and what is included. A critical fact upon which economists
of many persnasions, liberal and conservative,.have come to agree, is that gov-
ernment itself Is a major contributor to-inflation by its intervention to prevent
the free operation of competitive pro----,es which would keep down the gen-
eral level of prices. In.a free, dynamic ..,.momy we should expect technological
processes and supply and demand to change incessantly and frequently rapidly.-
This should mean that at any point of tithe some prices will be rising where
demand increases or relative costs become greater and other prices should be
declining where demand decreases or relative costs become lower. As long as
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restrictions on competition prevent the normal decline in prices in tho4products
and industries where decl4 are indicated, the average of prices has nowhereto go but up. It is nod amiable that those with private economic power,
whether in the ranks ,Iperfectly competitive businesses or groups able to
control labor supply, would strive to maintain or even raise prices or wages
in the face ef declining demand fir declining relative productivity. What is
difficult tol condone is govermnent actions which reinforce special anti-competi-
tive interests at the cost of the general good and particularly of efforts to main-
tain a stable and general level of prices.

What I have in mind is the whole panoply of actions by government regula-
tory agen'cies which act to restrict competition and maintain prices, of price
supports, of tariffs and of quotas. Perhaps among the more disastrous recentinnovations are to be found in recent legislation on international trade under
which the. President has now acted to restrict steel imports. This legislationauthorizes action to eliminate foreign competition when it is "injurious", todomestic producers. It is an open invitation to destroy the critical discipline ,

of world markets which may prove the only meaningful constraints on prices
in highly oneentrated industries where huge American .companies essentiallydominate the domestic Market. If the Congress is seriously to face up .to the
needs and possibilities for effective competition it cannot continue policies which
inhibit that competition either at home or with the rest of the world.

In addition to my objection to the omissions which make section' itit far less
than an effective program for 'price stability; I must object to paragraph (4),

r providing "for an export 'licensing mechanism for food and other critical
materials." Restricting exports of commodities in short supply offers the ap-
pearance of restraining domestic price increases. In fact, while it may lower
the+ prices of export commodities, it must inevitably raise prices of all that we
importArnd of much domestie'prpduction which may be in competition with im-
ports. Further, by restricting exports we force a misallocation of resources fromthose goods in yllich we have a comparative advantage. We should be prodne-ing all that we can of these goods and selling all Mit we can at the best prices
obtainable in the world, using the proceeds to buy what- is relatively cheap[throat!. It makes no sense, for example, to restrict the export .of food, whichwe can apparently produce and sell more cheaply than foreigners, and titenrestrict the import..of steel which foreigners are ready to furnish us belowdomestic prices.

I should add that there may be danger in the provision for establishment ofstockpile reserves. Such stockpiles can of course serve a useful function ofstabilizing prices if they are sold in periods of high demand and short supply.It may be important though to avoid the danger that the establishment of stock-pile reserves proves a convenient device for price supports for produceis whoare not content to take their chances with free competition. A program for fullemployment should not involve the government in building up larger and largerreserves of allegedly critical materials where such reserves in reality are criti-cal only to the income of their producers.
Title II on countercyclical. structural and youth employment policies aboundsin the suggestion of positive programs. The stabilization of state and localbudgets is particularly important. .0ne of the ironies and paradoxes of ourrecent recession is the extent to which state and local governments, dependent

upon high cyclical sources of income, -have been forced to reduce expendituresand public employment just when the interest of the ecenomy calls for moreemployment and more expenditures. The federal government uniquely has thepower to prevent states and local governments from being forced to these pro-cyclical actions..It shonld plan to exercise that power.
The proposals for reducing youth re important. There mustbe major efforts to ease the transition from s to jobs. The Congress mightflnd le wise to subsidize coordinated programs of training in school and on thejob so that teenagers could begin actual employment while still in school andmove natuially and without interruption into full time jobs as they completetheir education.
In addition to new, measures to promote yonth employment, the Congressmight seriously consider removing an impediment to yonth employment as wellas, to a lesser degree, to employrnent generally. Tberethave been majer effort§ togive tax credits and tax subsidies for business purchase of mqhinery. Yet
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business hiring of labor, far 'from being encouraged with a tax credit, is gen
erally discouraged by the payroll tax, which now amounts to 11.7 peneent of
the bulk of wages and salaries. In the case of young,.new employees this is a
particular and unjust burden on employer and employee alike.

Given the risk in hiring inexperieneed and untrained workers, this 11.7- per-
cept 'tax (12.3 percent if President Ford's- request 'were granted by Congress)
must in some instances-he the marginal disconragement which makes profitable
eMployment impossible. From the standpoint of youthful employees the tax is
a cost which promisesi little if any benefit so many years in the future that the
present value of the expected return is minimal.

I have elsewhere proposed a speeific employment tax credit tor the young,
which might be extended to all new entrants into the labor. force. Alternatively'
the Congress might simply exempt all those under, say, 21 years of age from,
any payroll tax obligations. If employers neither have to pay the tax nor even
bother keeping records of soeial security obligations they might have significant
incentive to take a chance on hiring youthful job-seekem

I might add in,this connection, although it is generally relevant, that the
technology is certainly available for major improvements in our employment
and johplaesement services. It should be possible to computerize information as
to job openings and potential employees throughout the nation. A major amount
of unemployment is no doubt associated with the delays .experienced by em-
ployers in finding workers for the openings that they have, 'and for workers in
locating those openings. Tlfe technology that can send men to the. moon .can
go much further than it lies in sending men to jobs.

:Section 206, providing for "reservoirs of federally operated .public employ-
ment projects and private non-profit employthent projects" is a key ultimate
weapon in eliminating unemployment. While every effort should be made to
bring about ma'ximum employment in the private sector as well.as in traditional
public- activities, there is no reason to' shy away from public employment and
private non-profit employment projects as an ultimate gnarantor of fAll em-
ployment. I should add, however, two proposals of significant modification of
this section. .

First, it may be appropriate in connection with the provision of public em-
ployment to rethink the nature of onr unemployment insurance program. To
anbandon the unemPloyed should he.unthinkable. Yet there- is a .serious danger
that any well-intentioned prdgram of unemployment insurance will encourage
idleness on the part of at least some Members of the lahor force. What is more,
unemployment insurance offers individual income maintenance lait does noth-
ing to eliminate the real loss of output associated with lack of. work. I would
urge therefore that .serious consideration be given to . a program of sharply
reduced duration of unemployment benefits with thecompanion provision that,.
upon the expiration of the benefit period, unemployed workers would be given
jobs on the public employment nnd private non-profit employment projects..
These jobs shouhl pay more than unemPloyment benefits And yet would cost the
economy far less beeause the goods and services they eovide will go at least
part ofThe way. hopefully all of the way. to justifying t ir cost.

I .mnst, however. express a major objection to the priority and eligibility
criteria for full employment under section 200. In- section 102, the hill states,
"The Congress declares and establishes the right of all adult Americans able,
willing and seeking work to opportunities for useful paid employment. . ,.."
That right shonld not be restricted, as it is in section 206. by 'considerations as
to -the number of employed persons in a household, number of people economi-
cally dependent ... [or] household income ..."

For one thing. consbleration of the number of employed persons in a house-
hold is almost certainly to discriminate against the employment of women. It
Means that a woman may well be unable to obtain a job under section 206 if
she has a husband who is workhig. This fact may have the further perverse
consequence, as has hail mueh of the application of programs for Aid to Fam-
ilies with Dependent Children, of driving male wage-earners out of the house-
hold. As it stands, section 206 Could turn into another monstrous destroyer of

'bthe family.
While perhaps seeming no more than a desirable exerase in egalitarian con7

siderations, the criterion of household income is also incompatible with the
guarantee to the right of a job and is an inappropriate interference with indi-
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vidual freedom. If the Congress wishes to promote more equal income; distribu-
don, it should seek to do this in section 207 and by appropriate tax policy. It
should not seek to equalize income by restricting job guaranteea to the poor.
There is no reason why the right to a job should not be extended fully to
youth, women and indeed adult males, whatever the total income of their
households.' If jobs are really to be considered a fight and not a charity there
is no excuse for a means test. -

Finally, I must offer a caution against the Provision for "the rirevalUng wage"
which appears in section 2066 and again in 'section:402 on labor standards. In
general, federal employment or federally sponsored employmiknrshould pay
workers what the jobs are worth.. As lopg as this is done one need not fear
that alleged full employment will mask disguised underemployment. For fed-
erally sponsored projects in effect to pay people for no useful output may
amount to little more than paying them to be idle and calling' the paid idleness
employment. To a lesser bat a very real degree, paying employees on federally
supported projects more than their particular jobs a.re worth means essentially
paying. them to. be only partially employed, that is, partially unemployed.

Reservoirs of publie' and 'private non-profit employment projects should he
directed so that the. jobs are highly productiVe and employees should be paid
the value of their product. As long as this is done taxpayers need not . fear
public employment. There need be no stigma to such public or private non-profit
e,mployment and none of the concern and antagonism directed toward "welfare
chiselers." Unfortunately, as II.R. 50 is currently drafted, in arguing: for 'ex-

ample, for "the prevailing rates of;pay for persons' employed in similar occu-pations" or the prevailing wage determined in accordance with the Davis-
Bacon Act, section 402 prescribes rates, of pay which may well be more thanthe value of the product produced.

Even taken literally, these provisions for "prevailing rates of pay" may en-
courage relatively non-productive work. They may deprive private employers,'
or other public employers not directly, affected, of productive labor. And beyond
the literal language the opportunities for abuse in building into the economy
non-productive public employment at wages which set a floor to private pro-
ductive wage-scales is very serials' indeed.

Federaljy supported -employment may be expected as a.matter of policy to
pay at lei4st the minimum wage or a rate equal to unemployment benefits, which-
ever is gfeater. Beyond that, it should be the aim of federally supported' em-
ployment projects to see to it that these projecta are as Prodtetive atid useful
as possib e. Given the extent of our public needs, I see no reason why 'such
projects chnnot be planned to be as productive and more productive than muchof the work in private industry. To the extent, that theY are, theif pay, should
reflect that productivity. Indeed as publicA)rojeets prove more, productive than
private employment, none of us should begrudge their continuance and theirexpansion. But under the guise of "Fair Labor Standards" or the provision of
"prevailing rates of pay" there should be no distortion of labbr markets or

. guarantee of high-paying unpreductive public employment_
H.R: 50. providing for enactment of the Full Employment and Balanced

Growth Act of 1976 is the embodiment of a dream and a principle which when
established and implemented will lead our economy and our nation .a giant step
forward. There is every reason for the Congress .to move promptly and ex:

.peditiously to the realization andembodiment of tliat dream.

STATEMENT OF ROBERT 'EISNER, PROFESSOR, DEPARTMENT OF
ECONOMICS, NORTHWESTERN UNIVERSITY

EISi5ER. Thank you very much, Mr.Chairman. I consider it
to be a great honor to be here this morning, and I believe that the
Full Employment. and Balanced Growth Act of 1976 that you have

. proposed is a landmark piece of legislation-which.will go down in
history, when enacted, as having made'some tremendous progress in
our economic system and in providing for the well-being of the
American people. 127



123
o

I heartily supPort the basic- objectivesirund .principles of the bill.
I thinkit is past time that we establiskthe right of all adult Ameri-
cans-able, and seeking work to opportunities for useful. paid
employment. at Lir rates of compensation.

.

The.losses from unemployment are, I think, more than what many
people recognize. We talk of 7.6 percent unemployment. The chair-
man has just indicated the.latest report-is 7.5 percent.

It is said that the adniinistration may be ready- to sacrifiCe10 per-
cent of the people on behalf:of 90. In the first, piOce, shonld.
realize that even with 7.6 percentimemployment. we have hael,Sonie
20 million .people who have sUffered unemployment during...the last
year. . .

.,Of course,. the 7.6 percent. of the people unemployed are not un-
employed all year. People.- are out of work for several months, some-.
times for a .year. Tile unemployMent directly touches a vast portion
of the population.

Pothaps more important than that. and this relates, I think. very
closely to the issues of inflation and unemployment that -,we, have.
touched upon, is that ivith unemployment there .is ii great -loss of
out pm.

. .

We have a variety of estimateS. I would suggest in the last year we-
havejost shine $200 billion of output that might otherwi§e have been
produced if we had been operating at full employment.. $200 biltion
of ontput is More than we have spent in all of the. yearS of tragic

.war in Southeast Asia. .1

If we lose $200 billion of output, it means .that not only the un-
employed suffer, but .everybodyI will not say everybody. but vast
proportions of the population suffer. beeause if we prodnce less, no
matter wh,it happens to prices, there is simply less output to tro
around. -means..the..people Whose stock goes down on the stock
,market nd that theY have less with which to bny. Independent
busines. nen -whose, profit goes down.find they.are prOducing less and
have ls to buy.

So the loss of nnemployment. I think, has io be stresSed not. only
as a loss to the unemployed. but to the. entire economy.

Policymakers, however, seem always to be. paralyzed with fear of
inflation ,and the notion that inflatiOn what is created by full
employment and bv adequate aggregate demand. As a matter of.fact.
as-has been pointed out, the inflationaq'tlemand that people. think of
is a very rare occurrence, possibly.a'nonexistent occurrencOn peace-
time in the United States.

By that,. I mean inflationary demand. aggregate. dcoand greater
than what we prodvce. It Certainly has not been t.he si6iittion of our
recent inflation. Rather, our recent inflation has. related, as again has
'been pointed out, to the huge increases in petroleum prices, to prices
of raw- materials and agricultural products in. world-markets.

A major contribution to the recession that we have suffered has
been the completely misconceived effort. to combat. that inflation by
trying to reduce demand.: allowing, for example, a $40 billion swing
in- what we call .the full employment budget. -a swing to surpbus-,
which means -a tremendous increase in the effectiye rate of taxation
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on the American people; along with that, a monetary policy, which .did not permit the amount of..credit. tO grow`its it should have in
the face of increasing prices.

Now, I shouipl also stress that there is alinge loss in unemploY-
Ment in terms of what I think all the nitmbers of this committee
and the American people are concerned with, investment -or capital
accumulation. I happen to have devoted the bulk of my.professiopaa
career to the study of the business investment and- beyond that, tbe
study of investment and capital formation genenally. The fact is
that with unemployment and recession, yow have a .great drop ii
businesS expenditures for plant and equipment; but -what is more,
and. I think. frequently. -forgotten is the key to productivity, tO
groWth,..a drop in capital formation of all kinds. That includes the
capital formation in the form of hinnan capital of the skills, the job
-experience; of the Arnerican working peOple.

When You have unemployment: you put a burden on future gen.
erations for yeurs and years to come because the people,.the youth
in particular that ao not get jobs, who do not get job . experience,
never acquire the human capital that enables thetn to 'produce in
the future. There, again, you get burden' of welfare,'of crime, of
dependency.

To AlloW people to stay unempfoyed is to create, I would orate, a
'tremendous crime Against our needs for investment and our ..desire-
to provide for the:future. _

Now. I think that I wmild not be of adequate service to this cOm-
mittee if. despite my enthusiastic endorsement of the bill and the
essential provisions, I did not call.attention to what. seems to me to
be some internal contradictions against effective implementation.

.

One I will jnst:mention in general. There is, throughout theword7
ing of the bill, a number of statements about priorities, about goals,-

.nbont faiolabor standards. TheKinVolve objectives that I share with
most of the members of the cOmmittee. I believe, and backers.

think it.is Important to think of this bill As a full employment
and balaneed growth act, to make it. clear to everybody that. it i9
not a flevire. or instrument for any kind of do-p.00d proposals or ob-
jectives. whether in_favor of planning, or in favor.of free enterprise.

This is n.bill to provide for .full employment in the.best and most
effective manner in -which it can be done.

There is. T believe/ as..In economist. an unfortunate concession to
pOpular-mythology in section 106, 'to balance theFederal budget or
Create a surpluS- Under conditions of NU productioh, employment
and pun...basin.. power"page 16 of tho subcommittee print.

This.may. seem to. be conventional political wisdom and a widely
expressed economic 'goal. In 7fact, we have no basis for assuming that
it is consistent with- the objective of:full employment..The essential

aain 'here, is the provisionof adequate aggregate demand. Tf, t
with a balanced .budget, aggregate effeetive demand proves-less -than
the voluMe of guds and services. all of those willing and. able to
work canproduce, then taxes should be less so that demand is higher.
Paradoxically. if you have a very, high level of Government expendi-
tures, hurre Government expenditures. yon may .want to have taxes
equal' to those expenditures so that yon have a balanced budget.
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It may prove 'true, if ydu avoid unnecessary expenditures, that even
at fl1 employment you will.find When you tax the people an amonnt
equal to expenditures you will be contradicting Tour efforts to achieve
'full employthent.

I might very briefly Point to 'something technical Ahat perhapS
many -people have- not thought. of. We' talk of balanced growth, a

-growing .ecoubmy with balanced growth.. That Means:. to 'an
.ecOnomist, that everything grows in proportion, the unemployment,
'capital, saVings. The nature of' the portfolio remffins balanced.

In this Nation, there are $600 billion of Federal debt, a large part
of it held by the public, pension funds, .held by banks, held by in
sffrance companies. If you want .to have balanced growth and yet.
want to 'have balanced budget at full employment And want to
have full employment, let alone a surplus and full einployment, has
it occurred to vu that white you are providing for is a reduction in
thelFederal debt or at least a Federal debt that does not o'row?

If the economy grows at 4 percent .peryear without infl.ation with
a debt currentlY standing at $600 billion, it is 'siMple arithmetic to
.see that in order to have to balance the debt would have to grow by
$24 billion a year with no inflation, I shiulder how any of you can
fac.e the voters and tell them you really do not'believe in a balanced
bndget, even at full employment.

I warn yon, if you take this terribly seriously,,you are creating a
:new shackle. You may find what we call in mathematical economic§
an over-determined systern.

You say You want fulLemployment, you say you also .ninst have
a balanced budgetat full employment: I do not think any economist

.:'can guarantee to you that thoseTtiVb are compatible. -

How you, want to word that and, as I say, face up to the popular
mythology. I cannot really §ay.

Mr. DANIELS. 'Professor, what do:you recommend under these
circumstances?

Mr. EISNER. I think hi terths of language you should, ask for
Prudent policy. You shonld recognize with full±mployment you are
likely to have much 'smaller deficits, perhaps no deficits. I do not
think you should try todegislate a situation. that. you .must have a
balanced budr'et Or a surplus at full employment, because it is not
at., all clear that that is really going to be compatible with full
etriployment. .

It .is a touchy- issue. I know, I remember President- Kennedy ad.-
dressing himself to myths in the famous speech in New Haven in

-.1962. thatit is not easy without Presidential leadership to try to dis-
pen this, to su6ceed. Popular misconceptions are great, and there' will
be demagogues among politicians Who will insist we; have to have a
.balanced budget; and' this 'Committee' is irrespdnsible 'by proposing
full employment and saying it will not memin a balanced .budget.

Wlot. von can sity, very clearly, is that the huge deficit je have
!IA;' $70 billion currently in the-last year, is.clearly a deficit, over-
whebnirigly associated, not._ with' excessive Federal spending, .but
unemployment If you wtant tci reduce the deficitOhe surest way to
reduce. itis to aim towards full employment. -*
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Mr. Meens. Mr. Chairman may I interrupt there ?
Mr. DANT-ms. I recognize tile gentleman from Washington.
Mr. Meens. Thank you, Mr. Chairman.-
DO you agree that we will come closer to a balanced budgei;

suming relatively stable trendlines in Federal spending, with full
employment than we would with the kind of unemployment we have
now ?

Mr. EISNER. Yes, I certainly would: I think that wOuld be an
appropriate focus.

Mr. Qum. Would the gentleman yield ?
MT. MEEDS. Yes. . ,

Mr. QUIT. What if full employment was created by putting all of
*those 7 million'people on public service employment?

Mr. EISNER. No matter hoW you aehieve . full employment; you
would come to a more balanced:budget. If all were on full service
employment, I do not miderstand tlie bill providing thia.

If that were so, these 'people -would be earning, these people
would be paying taxes; I have tO really rejeet the question, if you
forgive me. if you want.to put 7 million people to workyott.would
not put 7 Million,:people on.public servieV employment, bemuse if 2

were given jobs, they would spend enough .money to Stimtt...,
late:the production of goods that Would lead to the hiring of another
5 million in private industry. I

My numbers might hot be:preciSely right. Indeed, if it were 7
million unemployed, you would directly provide for 7 'Million. ad- .

ditional public service .jobs, then you would be creating ijifiation.
Mr. Qum: I do hot understand your matheMatics. ThbSe 7 mil-

lion are getting some kind of tme.mployment insurance or Welfare.
If they were on public e.mploynient, you would substitute the money,
so their earnings would be greater than they are .receiving now.
But they are spending the earnings that the.y are receiving now
through unemployment insurance and public welfare; it is only the
difference between those two, that, they would spend . in addition.
Their taxes are not ooino- to be very great. Surely, they are not
going to pay es muche'in rases back as you .are putting in.

.14'. EISNER. Yes. but if you have.7 million tmemployed to begin
with and you put 7 million people to work with more income than
they are apparently receiving from unemployment benefits, then
you have the 7 million people working.

:In addition, you have additional .purchasino- power which would .

go to try to buy More goods and services. Tare are no additional
people left, by your arithmetic, if yen put all of the 7 million people
to work, therefore, I would suggest that Would be inflationary.

Suppose the 7,million on unemployment.benefits are receiving $20
billion. Suppose -the 7 million on public service jobs., are receiving
$35 billion. Then you have a $15 billion increase in spending:

Again I really think that that is not a real issue. I 'cannot think
that anybOdy would contemplate putting 7 million people on publie
service . 3obs.

Mr. Qure. HOW 'do you get the other people employed if publie
'service employment puts the most employable -ones to Work? What
about the less employabtaimes/.

,
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Mr. ENNER. I do refer tO thiS in my statement. As I. understand
the bill,. I think it wisely provides :a wide variety of instruments to
obtain full employment. It begins fundamentally, I think, as it
should, in asking the President-to recomMend to the Congress anti
have the Congress consider mid approve appropriate fiscal and
monetary policy which will provide the right level of aggregate
demand, . . ,

That, I think, in a free enterprise SyStem is the first line of de-
fense.. The great tragedy of current policy without this bill is that
the administration is never instructed to,make plans to proyide for
a, tax policy, a monetary policy, that has the aim Of full employ-
ment. In fact, the Council of Economic Advisers quite openly pre-
dicts and projects lono- years of unemployment. That is in part,
apparently, based on .trie programs advised to the administration..

The first line of defense is ap*opriate monetary and fiscal policy.
Beyond that, t.he bill Wisely recoonizes that there are many areis of
unemployment not readily tackled by overall fiscal and. monetary
policy. It provides for youth ,eMployment programs, provides for
depressed areas, provides particular measureSregardhig cyclical con-
cernS. It provides, for example, to try to urge support4or State and
local governments, so you do not have the situation as in my State
of New York City or eisewhere'where, n the.. face of a recession,.
the cities and States and the .School districts aggravate the unem-
ployirient by hato lay off workers because their tax revenues
are down. 9::

Mr. MEEns. Mr. Eisner, if I may interrupt, it would incorred
tO assume this legislation which, encourages other programs like
the' Young A,dult Conservation Corps, which is beföre this very com-
rnittee, to aSsume that this' legislation will just see that the most
employable are .hired. Indeed; the Young Adult Conservation Corps
directs itself to young people between the ages of 18 and. 25. :This
'group of peoPle are among seine of the most unemployable, indeed,
twice the national average rate of nnemployinent, therefore, some of
the most Unemployable.

It would stimulate that kind of activity.
Mr. Qum If you would yield, it would be the. most .employable

youth who get the jobs first.
Mr. MEhns.- You are dealing with a.whole grouP Of people which

are aMong the most unemployable, and in dealing with .the unem-
ployment problem, you have to look at groups of people, black, young
black girls in that group wOuld be just as snbject to unemployment
in the Youth Conservation Corps as 21-year-old white girls who are
much more employable. °

I think the gentleman from Minnesota is Mistaking the purportt
intended in the bill; ,

Mr. Qum. We have had that problem in other. areas, for instance,
with the hahdicapped. The only way ,we could address it was to
require employers 'to' hire the most severely handicapped. I watch
all of these programs, and: it i§ the individuals that are easY to Work
with who always get the jobs:

.

Mr. MEEOs. The gentleman from Minnesota has always supported '1
that kind of legislation.

1.3 2
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Mr. QUM. I supported legislation providing job§ going to the most
severely handicapped.

Mr. jANIELS. L think it would be appropriate at this point to ask
our witness if he has any ideas as to how we may improve youth
employment opportunity and what policy you feel that the Congress
ought to adopt in this connection?

. Mr. EISNER. Yes. I think that the youth employment issu6 is a
major one. Clearly a very considerable portion of our unemployinefit
is .concentrated among youtiat alse then tends to spill over into

. later years. Youths who are nnemployed in their teens, they have
much leSs regular work histories afterwards, and I recognize that
this bill is more a broad plan than a set ot specific legislative proi,
poSals:

I do find that the principal sugffestion in the bin s verY attrac,
tive. I can addI do not know ife.I am adding ve.rY ,much to what
is mit already in the bill, but I would consider it very importinit to
try to develop programs that ease the transition from school td7job.
This may involve subsidies, ultimately, from the Government, but

. programs that would see to it that youngsters in school begin 'to get
job experienee, jol training,, and then employers have every encbur-
agement to hire them, perhaps part-time while they are in school
and then pick them pp full time when they leave. .

It is an undue btrden to leave' to young people what might be
called the. anarchy of free markets. I am a great believer in free
mIrrkets, butone place where you do.hiive difficulties is to take people
who are. relatively untrained, who have not had.jobs, 'and expect them
to find jobs, expect employers to hire them.

Indeed.. one of the great strengths of our system is one of its
weaknesses that we have tO learn to meet, is simply that We tire pat

slavc economy. Since we are not a slave economy, it does not pay,
an employer except; perhaps a baseball club in- the days of the '-

reserve clause, to take an,.employee, take a chanco on 1iin;t4 invest in
training' him, figuring if4he'w6i-kS out he will prove valuable, we ,

will keep him.
The fact is, no employer -can have theguarantee that he will keep

such an employee. Theref0e, it does not pay him to invest, to take
the chance. It does pay society, because we know by the statistics,
by probabilities, ,that most people, given the .chance to Ivork, will
work successfully. -

Therefore, it behooves the CorgFess, I believe, to implement pro-
grams that will make it in the interest of employers to hire the
young and inexperienced, give them training, not to leave it to a
rather chaotie; hit-or-miss system whereby a voCational school or
schools happens to give training, 'has no idea whether the training
will be appropriate- for jobs that are available, and leave people jri
a situation where they do not even know if' it pays to try' to pre-
pare for a -lel?, because they have no idea whether they will get the
job when they finish their preparation.

Mr. SARAsnr. Would you yield at that point
In your ,Statement, you talk about the poSgibility of eliminating

the social security tax, 'for, ages. under 21. WoUld you also ccansider
'it a *possibility ot a *age Atale that is less than a minimum wage?

1
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Eisitt Eri. That issue, of course, frequently comes up. I can ap-
preciate the argument for it. .

I think eliminating the social security tax- for those under 21 is
a much preferable procedure. Along with that, I would suggest, if

. necesSary, subsidies.
I 'do not think it would he wise .to eliminate the minimum wage .

-law 'to make that kind of ft dent in it, even for the youncr, in that,
it does seem to me in a society as 'productive as ours it should be
possiblnto have any worker worth as much employed- as themodest
minimum wage requirements that we -have. .

I Teognize realistically in many situations that may not _appear
-.so to n einployer. Therefore, I think it is the 'duty of the Govern- .
.ment tO see to it that workers are either trained or given informa-
tion as to the location of jobs, or even helped to move to areas
where jobs are available so that they are able to produpe up to the
minimum wage.

I will not say I am a believer that all men -really have &vial
ibilitv and mind productive power. I am enough Of an effalitarian
to believe that it is not true. that there are very many, peorile in our

0: society that are so dumb .or so weak that they cannot produce, given
the, great experience and knew-how and capital-intensiveness of our
economy, enough to meet the Minimum. wage.

If it is the case :in _regard to the young and- inekperienced workers,
then I think tlilit it would be relatively cheap and inexpensive,. if
necessary, if tlii.soCial security tax.exemption does not go far enough
to have programs of subsidy whereby you can subsidize an em-
plover, if necessary, to hire a -young worker that has no. experience
ami therefore is toe big a risk for him to want to bother with. it.

I guess, by the way, that that unemployment .iS not going to be
that susceptible to minor 'differences in <wage. If I could put. myself
in the 'shoes of a small emploYer wondering about hirintr .some kid
who has no jeb experience, who may turn out to be al;ent, tardy
unreliable, even dishonest. I do not think the difference between $2.25.:,
and $2.and $1.75 is the crucial difference.

He Says. I do not want to take a 'chance .on this kid. It does not '
pay me, I would rather have a good,..experienced Worker.

t think tochange the minimum' wage law, to change that. is t'o
.biAlc down a goal for a quixotin purpose.

. Mr. SARASIN. I do not understand the difference as far as the
overall effect is concerned. Yon sayyou *will pay ari individual more ,
if 1r i -over 21 than if he is under 21, which is, I think, what I
suggeSted with the youth differential.'

Perhaps .do not 'understand the application of the, principle-.
It. woU14 sem% to The if the employer is not paying him thaf 5.85
percent.at thispoint, obviously he is hiring that individual' for lower
wages.

What enconragement would there then be to 'keep him.when'be
becomes more expensive? ", What encouragement would-. there be to
keep the indiYidual who happens to be there 'now, over 21 and
more eXpensive? ,

Mr. EISNER: The encouragement would be that the -older worker
.with more experience would have an extra value equal to more than

3 4
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that differential..I woUld. doubt if mans employers would find it
expedient, having hired a p4son at .17 or 18 and taking advantage
of what differential there i$ in t6ms, of the employment tax,. I

',' donbe that,le Would want t6'.fire the w6rker at 21 because Of:adif
ferente of 5.85 percent that he would. havejo_pay. .., ..

Th(3 real probl6m is..ive know emploers pre 'hesitant ,to .hire.peo-
ple -about experience. Onk!a. worker bas.ekperience and .is a re -

'. he is- riot likeyto. wnnt to lay;:him off for that spudworker;
-t

diffetential. . ....-,"-- . ,:. . -

M. QUIE. ODOM I. aSk.you,.what if we hard no ininimurriWage at
lill for those under-21, the 1-ninimiim wagi began at 81? .. :..
,....Mr. Ersxsu. I think there Would be two things that would'happen.

For ode thing, A believe therriis likely to be im effective .minimum
: --/wage if applied by yoUng people -theMselves. It, may sOttri .sad

, perhaps. ,lt is fealistic,..Perhaps it is,. right. It .May be 71hat,- many
kids aro' going to Say, "damn, 'I' inn not (ming- to work',- for $),.. an
hour. I would just as soon hustle.lor.-stanil. on the street;.,e6fer at....sell dope or. inn 'numbers or one, thing, or another.. ''..

, There is. a , limit to how low people are'--going to go-- in offelik
their setIviCic§. It is not. at all clear that eliminating the ininimunt
wage is-going to increase-employment markedly' for young people:
What you. May find, It may paradoxically make 'your Statistics' loOk
bettseauSe unemployed, you know; are thosc who are looking for
wOrk and cannot find a job. It may be that 'people will riot bother
_to look for Workif the only jobs available are so. low-payhkit doe§
not seem worth it to get _dressed up and pay the carfare.to:getthere;

I' agre with you that there is' A ivaae, below which ihey.willnot
Work. I AO not see the necessity now cif a minimum wage. for such
individuals, because you do not have-a whole sweats* problem anymore; jet them mirk that out in their Conimunity, however .it .fits.
.opie placeS it is $2.30 'an hour; nobody would eVer work- for less, than -that.
: In other cOMmunities, ttey. do. They are willing, jUdging. from

..those who ar4riOt covered by eniplOyment standards; young people,do ..vork for les than- that.
.. Mr., EISNER.. I do not know bow much 'we want -to get hung up

on the -Minimgm wage. With all due respect. it is one of those_ is-
sues that peofle have used, that, they bring' in. I think it Can be
sorgethingof a Ted herring, an interference with the 'main objective.

There are many arguments on both sides of the Minimum wage,, many of which I am sure, many people -feel seriongl-There is i.g.porance, there.is exploitation in oar labor Market. There are 'pocketsof relativ poverty. .,
.

To eliminate the miniMum wage, is- to encouragetheit,persistence,
'encourage a situation where. employers . can, get away *ith paying
wof.kers, a very low_ wage because- the worker, even though he is
worth 'more than 'that, doeS not,know where to find an employer,
where to find someone who wi,11 pay hini more. . . .

'. I would rather see even udemployment created to a certain extent
,i by :this minimuM waor and then hive the Congress address itself

to the problem of matTching workers with openings and training and
. see that they can earn, it. If, you eliminfite the minimum' wage, you
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*ill find with the.mininimn wage, by. coMparison,. undoubtedly _many
workers..were being paid a higher wage dual they would be paid
otherwise, and were not unemployed as a consequence. .

It is not true clearly-that raising a wage above -what might prove
to be a free Market wage, a minimum 'wage, is going to drive many.
people .out Of work. 'It may raise the 'wage for substantial numbers

t,of emPloyees.
Mr. Qur-E, One other question::
Many' people Who are over 21 feel that they sheilld re4iVe More.

. thaif the yOng, Mat their maturity shOuld, enable them to earn
more. There are a. number of peoPle, as you indicate; who are em-
ployd earning slightly abov6 the mininimn.

Your suggestion of not paying the social security .tak on erri.
.ployees .under 21, that .either _they pr the eniployer pay for that
11 percent-plus, that T'eally. MeanS there is an incentive to 'the

''employer to. hire the, youth.. He does not have to paY tliem .as much
as he does the one over 21, because of the Social se-purity .he pays
on the. older empleyees, and the youth earns more .trfoneylhan the .

one over 21. It would -seem to me that vonl!k raise all kinds- of ...
dissatisfactiOn amaig people 'who are olde.);.evrit more dissatisfae-
tion thanif .y.m.i,had -a lower Minimuni -wagei.'and nO" mithmum wage
for, the younger, because the ones who are, older are either going to,
have to support themselves alone .or support some other people.,ana.
a family and a youth does, not. a I .

. Mr. EIStiEll. It would be Oforlunitte if 'ople vieWed -it that, way,-
This i§ il si lation whOe More..tpeograre working. As a con-

ere. wi be mitre '$or everybody.
I n ight add that the eitending social security taxes tothose under
is nite un'équit ble "and.unfair from another standpoint. I credit

my g friVnd d dolleaone Milton Priedman, with. whom I do, .
not a, ways an.ree, i Pointing this out as well,IThat is, thae working
peopl , unlike i ollege. graduates who studY long and finally get
doct anc deOnoe go active in the labor force until later, your
.aver ge *.nrki gman, many. of:Mr. WcOebek's constituents, start

0.work early. They work 'from 17. 18, they'afe contributing to social
secKitv tor many more yearS than .the eXecutives,. the college edu-

.

cated.: they -do not get more benefits as a -consequence.
The social security legislation does not work out that way. They

are contributing now, at .18, to act something back when they are
. 65. The present: value.of what trey get ba6k in the future is very

.

What is more;..the working people,, as we know; that start work
early tend to'live lesS long. We can make every argument of 'equity
that-it would be fair not tO start the' social security paymentsthat

That, Of course; is another kind of. argument. I was really address-.
ru:C'self essentially to the question of trying to encourage youth

eniployment.
. If I may, there is one.pther point I wouldlike.tO piok up on.

Mr. DANrkr.s. I appreciate it. Time is.thoving.on.
Mr. tuncEn. The other major point-I wOuldlike to- raise.with you

4nd I hate to beCritical 'of sections of the bill, because I think The
.
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Objective is -so overwhelmingly- importantyou can read my whole,
.statement and perhaps get more detail on some of this, but I think

- section 206 and its provision of priority and -eligibility criteria ismost unfortunate.
Inseetion 102, the bill states: "The Congress declares, and it estab-

lishes the right, of all adult A mericans able, willing and seeking
work the opportunity for 'useful, paid employment;" yet in section
206, in providing: for reservoirs of federally operated public employ-
ment \projects and nonprofit employment projects, it is indicated that
among the criteria for employme these projects should be the
numbOr of other workersin the h d and household incomes.I know this was well-intend vrgiOn. Let -us stop to.. thinkWhat it means.

It Means if you were a worn And you- have a husband who is
Working, your right to a job is dffect, abridged. You are told youare doWn low on the priority list;lf- you have ahusband working,
sorry, apparently we cannot give you a job.

If yen happen tO Come from a family that has substantial income,
von 'aretold. T do not care about you as an individual, your- family
has enoligh incorne either because your father is adoctor or a lawyeror becalr ve, two or three, brothers or sisters working. There--
fore, you ,i4, 111)1 any longer have this right, to a job.

I might also point out a very tragic experience we have had in -our
welfare programs ,with the Aid to Families with Dependent Children
where we know very well if you insist that the aid go .only to fami-
lies where there iS no wage earner in. the family, what happens is a-man who', might be 'earning deserts the family, either officially or1:eally, so \that there can he welfare benefits available.

woulit suggest that this provision has the serious danger of op-erating irr the sarne way. That is if you have aperson who wants ajob, if yoU have a family in which a person needs a job and there is
somebody else working, that other person,.perhaps the man, had bet-
ter desert if that wOman expects to be able to get a job, at least inso-
far as section 206 goes.

I would really strongly urge that the Committee think about
amending that provision to make sure that you do not establish pri-

,Orities on such-erdployment that relate either to other emplotnent in
the househOld or tO other income in the household.

I would think a simple basis for priority should .be the length of
unemployjnent.

That leads me finally to, I bops, one constructive suggestion that
von might thillk about, and that i`g perhaps we think seriously abont

hope.this is of appeal to many conservatives on the Com-mittee or elsewherethink seriously of restricting the duration of
unemployment, benefits and substituting for unemployment, benefitsthat may last. 65 weeks or 52 weeks or what have you, just the kinds
of jobs that are provided for in this bill.

You Might well say, all right, a person is entitled to unemploy-
ment benefits for 3 mouths. If. at, the: end of 3 months, he does not,
luive ri,jo,h, then he can get a job on one of the public employment, or

rionprofit employment projects that are envisaged in this
bill. 7-,
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That would have the advantage of discoui&ging' people from abus-
ing the uneniployment insurance proyisions.,,W4 certainly do not
want to tell people they have to begin starvingftafter 3 months or 65
weeks. We do want to offer them jobs.
. It would really be, in the long run muCh le$s costly, to the country.
It is better tO pay person 50 percent more on a job where he is pro-
ducing more than pay hiin unemployment benefits where he produces
nothing..

That, I think, would be an appropriate directionln which to move,
and perhaps a good substitute for trying to restrict employment to
those who do not have anybody, else working in the household, who
do not have much other household income. .

MT. DANIELS. H my memory serves me correctly, when unemploy-
ment insiirance WKS made available to unemployed workers, the bene-
fits ran for a period of 26 weeks. Then, as unemployment increased,
the time period for the payment .of benefits was also increased from
26 to 39 weeks, then it ran to 52 weeks. Then, when we had au un-
precedented level of Unemployment, in excess of 9 percent, the Con-
gress, in its wisdom, increased it an additional 13 weeks..

It is presently.paying benefits for a total peiied of 65 weeks to one
who has been unemployed for Y1Tong period of time.

Let us assume that the levaa..-ef unemployment nationally are re-
duced to a much lesser figure than we have today, which I understand
is 7.5 .percent, to what level do you think would be a realistic and
practical level to pay out benefits with a high level of unemployment
nationally?

Mr. Eisioni. Understand that I would not eut off behefits under
any situation. What I am saying, we should substitute jobs, for the
benefits.

I would like to encourage people to have a job: I would think that
it is a curious kind of unconditional surrender on the part of the
public and the Congress to say after 26 weeks, we cannot find a job
for people, we will give them benefits for n weeks. After 52 weeks,
the economy is in such bad shape, we still cannot find jobs for people,
we will-give them benefits for 65 weeks.

What we should do is say if you have uneMployment benefits for
a brief Period because you may be temporarilflaid oft, you may .need
time to search for another job..If you cannot find one, then I think
the Ifumplirey4Iawkiphs bill, H.R. 50, proviaes just the right solu-
tion. It should be inte&ated, then, with the unemployment system.

Yon can oily if the person does not have a job after 3 months and
he applies to the office set up under this bill, he is told, you no
longer have benefits, you have a job. It should be the responsibility
of the administration, those executing this bill, when enacted, to tee
to it that there am productive jobs available for people who halt
been unemployed, let us say, for more than 3 months.

Mr. ILtwittivs. May I ask a question?
Mr. DANIELS. Surely.
Mr. HAWKINS. Are you not in effect saying that if we have a real

full employment program, as we envision in II.R. 50, Chat the need
for muMployinent compensation would decrease tremendously, so
what you are talking about is a very small residual group, instead of
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$20 billion.being now expended on unemployment Compensation is a
copout, a failure to have the right economic policies. ,

We probably would reduce that to a small amount of thatlet us
hazard a guess: somewhere in the neighborhood of $1. billion or $2
billion other than the $20 billion.

.

What you are now suggesting' is that that residual group. might
be handled in thiS *ay. Those who Might.not be unemployed again
for the length of timethey are now unemployed, but may be again
for several months. if the program .operates as we envision the pro-
gram to- operate, the point that you are Making is °that' it may be
some*hat covered by the ndrinal operation of the' bill, but as a
residual group, you are suggeSting that work be provided for those .

*

who will be unemployed beyond, let us say, 3. months or some other,
period of time. . . ,

Mr. EISNER. Yes,. that is perfectly correct, Mr. Hawkins. I think. you have put it we'll. Certainly Most of, the unemployment, most of
the benefits wouldlno longer be necessary withlhis,bill, but I would
stillrecommend that. the residual unemployment be-taken care of this.
way and in part, I think even in terms of political appeal---4ilthoUgh
I should not venture into the political realmHas you do know, there
is great concern in :tliis country about welfare cheaters, those pepple
getting benefits they are not entitled to.

I think if 'a fill] employment bill came forth saying, we are ,not,
giving handouts-to people; we are trying to do away with that. The
American people want to work. If somehow fhe.y cannot° find a job
after some period' of tiMe, 3 montliS; we are even going.to-*e tn it
as a last resort we will have a job tor them. ..

Mr. QUM. Mr. Chairman, I.' do not understand. W& are talking .

about 2 i,onths Of unemployment?.
Mr. EisNER. I put out the fignre of 3 montbs-withogut any'great

consideration. , ,,.Mr. QUM Whatever'pe ou have, what happens? ..1 do. not
.

..

understand what happens.: . ...,.
Mr. Thimta. What would. appen, I would say, technically under

our unemployment insurince system, a person is supposedly' lookin.g
.. far work, As long as he is looking .for work and. cannot find it, he is,

et d 'to unemployMeut benefits. If, at the end of 3 months, he is
u e to find work.if we pick -a 3-month periodthen I would sayt e. government' should indicate, all right, you have .not been abl e. to
find a job in private employnient; we now have this reservoir ':of.`.'
public johs .and .private, nonprofit jobs and it might even involvt .
private employment jobs the government has, arranged ..somehow
through subsidY.

: ',.
You take this job. This is a siibstitute for your nnemployment bene-

fits, presuniably at more paY than unemployment benefits. I am not,
suggesting it may be of the pay of private industry. The person
would still have tin incentive to go elsewhere.

I do think that the pnblic employment jobs should pay Whatever
the job is worth, and I think it should be the policy of the Congress
.tosee that the public service jobs which are provided are useful jobs,.
God' knows, there is a great deal,of useful and important work to be
:dôni in .the public sphere and nonprofit sphere. There is no reason' -
to think of these as lea fraking jobs. .
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think it should be the purpose of the Congress to provide useful
'ones.

. 4-
. Mr. Qum. Your answer to Mr. Daniels was yob would not cut off
unemployment insurance at a 3-months period. It sonnds as though '

. you are saying.someone. from the Federal Goyerninent would tell the
person, you are no longer going to have it, you are going to go to 4
3ob.

Mr. EISNER. That is right. I would not cut off.nancial.s4port, but
. -the support would be.ln the form of a job rather than unemployment

insurance. .. '

Mr. QUIE. That person would take that job whether he liked it ornot? .

Mr. EISNER. It could be whether he likes it or not, yes. This is
something one would have to consider. That might be appropriate:

ObviouSly, you 'would understand that the jobs would be reason-
ably appropriate jobs for these people. I would believe that most
people would prefer it. I do not know why a person would not want 41. .-
a job rather then to continue to remain idle. ..,Mr. DANik.L.s. Mr. Sarasin, do you have any qiiestions?

Mr. &BASIN. I am wondering with your comments that you are "
assuming that wages are not applicable in the. situation. Would you
agree? I am trying to go back to something I read in the newSpaper
or heard onthe radio that perhaps it is attributed. to Dr. 'Burris. He
said that public, service employment should not necessarily compete
as far as wages aro cOncerned with the private sector.

Mr.,EIBNEn. I was tefore the Joint Economic Committee'with Dr.
Burns a.couple of weeks ago. I would, not agree with that statement
of his. I do not think that you should..set up public service jobs as
something undesirable that has a' stigma, that' are jobs for poor
'people. I do think that jobs should be set up to be as productive us
possible ttnd one shonld try to see to it that the workers on these jobs
are paid fOr what the.Work is worth.

If you can fiMI:iniblk wrvice jobs that 'are, in effect, worth aore,
more than jobSiii.piiblic industry, so be. it. Then- you may we/1;4nd
workerq being attracted away 'froth private industry to work in'iliese
jobs, arfd nobody should regret it, because apparently these jobs are
better payinge

However, if they are.not. that produetive, then they should not.paythat much. I d0 . have trouble with, the provision of _applying the
DaviS-Bacon Act or other notions of prevailing wages, in that pre-
vailing wages in an occupation, in an area, are not actually what
that jobis worth. If you get into the box of setting wages which are
more than jobs are worth,..then'you do run into the danger of dis-
torting the allocation of resotirceSin the economy and pulling people
away intoless-productive jobs.'

Clearly, of course, this is not the purpose of the act.
Mr. SARARIN: Do you think any adjustments slimild be made. in

wages paid in the private sectdr in an industry where the &man's! Of
the product has deciensed,' assuming if the 'wages were droppe'd;"it
would 'stimulate a demand for that particular product?

Mr. Emst-En. T do believe in free markets. I think if you had full
employment and youliad a fall in deinand for a product, you would

144).



136

not likely find workers accepttng lower wages. They would simply
move to the other occupations where the wagas remain high. That
is as it should be.

I would like to remind everybody that a free enterprise, private
profit economy that we are all happy to support does not guarantee
a profit for everybody. If the demand falls because people no longer
want to buy something, that is tough, but resources should move out
of that company or out of that industry.

In my prepared statement, I deplore what has happened now', for
example, on.trade legislation, the recent act of the President fp choke
off imports of steel.

If foreigners find they can produce steel and sell it here more
cheaply than we can produce it, if we really mean what we say about
fighting inflation, we. Simply do not want a situation where we ,say
the American Steel producers are going to be protected because they
are going to be injured by the import of foreign steel at lower prices.

That goes forcompetition abroad, it goes for competition within
the country. If the demand for large automobiles falls off, with all
flue respect to Mr. Woodcock, and the American automobile Workers,
it may be tile American automobile companies do not learn to, pro-
duce,afitomObiles qiat people want, people May start to buy more
teleOisionset or doisagmore traveling by plane.

:,tOligr iesS Cannot be n a position of seeing to it that the status quo
i.441yvays protected, and every company that has sales knows its saleS
are. giiatanteed. I also do not think that the remedy is going to fall
on workers taking lower wages. That may be a short-run solution, if
thereiCa short-run problem... .

In the long run, clearly if there is competition in the-labor Market,
workers are going to move out of companies and industris.that are
not able to pay the wages that they can earn elsewhere.

Mr. SAKARIN. We seem to live in a situation of ratchet movement.
We um only move in one directioit When demand falls off, the over-
head never seems to go down, or has any ability to ffo down.

Mr, EisNEa. I would suggest that a great deal ol-f the fault there
liqpti Von not disrespectfulmast lie in the Congress an d. in the

GoVerntnent.Qver and over again, there tire actions of regulatory
ag.tneyes...of:mite-support plans, or tariffs, of quotas that simply pre-

puce from falling in instances where costs have gone down
4ieWliere.Where Oices should fall. ,

.4° :::U..as.donseqiiOne,e, you have a ratchet.'effect. With respect, to any
or relative cost, some prices, go up, but

nothing $s' al.1.0Xe1 to go down, because people come in and beseech
you and say. We are injured by the foreign competition, or we need
this price support.

That way, yon do have a built-in tendency toward inflation.
Mr. SAIIASIN. Thank you very much.
Thank you, Mr. Chairman.
Mr. DANIELR. Mr. Hawkins, you did not, have an' opportunity to

tisk Professor Eisner any questions.
Mr. HAWKINS. I will just say T eominend the witness. I think Dr.

Eisner has made a great contribution to 1.,his subjeCt. I have bad an
opportunity tO .tead the statement; he has made several suggestions
by Way. in my oPinion. of strengtlnming the bill.
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I think that they are very constructive suggestions and I accept
them in that light, and I certainly wish* to say that I believe his tes-
timony before this committee has been very much relevant to the
intent of the responses of the bill and his critical points of disagree-
ment, I think, are very minor, in my opinion, 'and certainly be ac-
'comodated.

With that, I will not tisk any questions. I would like, however, the
consent to put.a letter from the National Cominission for Manpower..

.Policy in the record at the conchision of the hearing this morning.'
Mr. DArasts..I ask unanimous consent.
Hearing no objection, so ordered.
[The letter follows'd

NATIONAL,COMMISSION FOR MANPOWER POLICY,
Washington, D.C., March 25, 1976.

Congressman AUGUSTUS F. HAWKINS,
,11.2. House of Representative*,
Washington, D.C.

DEAR CONGRESSMAN HAWKINS : I appreciate your courtesy to permit me to
comment on HR-50 by letter rather than by appearing formally at the hear-
ings whieh your Sub-Cotamittee is holding. The National Commission for Man-
power Policy has explored many Issues contained in HR-50 during the past
several,months and my comments are informed by these discussions. However,
I want to stress that the Commission will not complete its'recommendations on
an employment strategy for the natiAn until it finalizes its Second Annual Re-
part to the President and the Congress which is due in the ftill of 1976. Hence
my comments must be viewed as indicative of the present thinking of the,Com-
mission, not as reflections a its considered conclusions.

1. The CommiSsion ,tehares with HR-50 the conviction that opportunities .for
jobs for all AmericnOS:able, and !willing to work should be placed it the very
top of the nation's 'agenda ior An activist manpower policy. In its first annual
report,. the Commilodbaontlinell'manpower'policy "as a set of commitments and
programs aimed' aelaclutatiAg the employability of all persons able and willing
-to strenkthening of the manpower infrastructure to enhance the
..matOkinedit People and jobs; and providing various types of specialized' sup-
port.la' t4,1 'form of temporary jobs, income support atfd other types of inan-

..viciwer.'a4Istance to individuals and groups when the economy is unable tb.!",.,
ptovhie ,ndequate employment opportunities?' To effectuate such a omp.re-

..hensi.va approach will require many of the elements in HR-50. .

2: 'The Commision is appalled as is HR-50 by the cumulative.htimari;lsocfal,?
and economic.wastes resulting from the serious short-fall in jobe:particniarbi
severe since late 1974 but characteristic of most of the post-Worci..Wai',n
period.

The Commission noted in its first annual report "that the threat Ot teneed
Inflationary pressures does not .justify the continuation of policies thnt..ciatriti
excessive human and economic costs, which this year will exceed $209 'billion:
in lost outptit alone" and that "In considering the cost of putting indlvitluals,'.:
back to work, it should be noted that there are also substifntial costs tadriini
nothing. It has been estimated that for every percentage point'increfise ifrthp:'
unemployment rate aboveN4 pereent, the federal deficit increaseelhy !almost.8113'
billion-814 billion because of reduced tax receipts and $2 billion because' of
increased transfer payments. The process also works in reverse."

8. The Commission Is convinced as is HR-50 that the danger of reneWed
kindling of inflationary pressures cannot' justify a macro-policy that wilt leave
us with such excessively high unemployment rates as have been calculathd.:by
both OMB and CRO under their present pstimates.

The Commission in its first annual report further noted: a .

"That the present inflationary presures did not arise from'a..shPitngel,,Of
of workers and their amelioration should not be sought.and canuiit::bo!achieved
by continuing high levels of unemployment."

"The Commission fully understands the national desire to exerciiie 6,64getary
restraint and, place a ceiling on deficits. It notes, however, that the..pres' ent
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federal budget deficits are dueilti:,;.Part. to the reCent recessionith its highlevel of unemployment which hint-ape. suited. in large increases in transfer pay-ments and lower tax revenues. The .boa.$ of providing more employment op-
portunities through expansionary macro-edOiMmic.,policies ii'Ould be lessenedover the long run by the extent tO Which. tedrrat -transfer payments are re-duced and federal tax receipts are Increased."

"In tithes of excessive inflationary presures, when a cool1n4. of' the economymay be considered desirablealthough recent experience rhises.- serious ques-tions about the unemployment-Inflation trade offselective demand manage-.ment, that Is, public job creation. Income support, and other manpower pro-grams can provide some cushion In mitigating some of the adverse effects ofa deflationary policy."
4. The-Commission shnrea with 11R-50 the conVietion that the accomplish-ment of a full employment goal requires.,the lose articulation of economic and

manpower policies. The Commission noted in its annual report that "An im-portant aspect of the development of mnnpower policy is its interrelationship
with- macro-economic policy. Although macro7economic policies lave the pri-mnry role in determining the level of aggregate employment, man ower policy .can Supplement the effective use of fiscal, monetary and budgetar lies, inmaximizing employment, particularly .by addressing structural , or geo phicproblems.

The Commission, howeYer, has net hnd the opportunity to explore the secifie
legisintive and administrative structures proposed In 11R-50, includi d theestablishment Of a Full Employment Office In the Department of Litho5. Some caution is indicated in establishing a single rate of .unemployment
'as an absolute target. However, the need to- set some measurable objectives isappreciated. However, a single rate cannot alone suffice since the distributionof unemployment and its consequences is not spread evenly across the popu-lation. Therefore; caution is suggested in developing an operational standard
for "full employment"not however in the pursuit of that goal.

O. The CoMmission agrees with the emphnsis in HR-50 that stresses that afall-employment prograrn must provide "prodUctive non-wasteful jobs.'
7. The Commissbm also agrees with 11R-50 that there Is "widespread dupli-cation and .contradiction among federal departments and agencies." I am for-,. sawnrding at 'this time. the Commission's specinl report, Manpower Program Co-e.... ,ortination. In both this sRecial report and its First Annual Report,, the Com-". ....Vision made a number a recommendations for improving the interrelation-Atips among manpower programs. In its First Annual Report the Commission....pencluded: "that substantial gains cnn be made from improved coordination

.'tef manpower and related pregrams, but this can be necomplished only if con-.structive actions are taken .at every levelfederal, stnte and local." It is thehope of the Commission that Congress will through future legislation facilitateand mandate coordinatron of existing nnd future manpower legislation.N. The Commission agrees with HR-50 in the need for improved integration
of income-maintenance programs and full employment policies,As its First Annual Report states: "The Commission supports early actionto convert transfer payments into wages for workers who have been unem-ployed for long periods of time." Accordingly, the Con-mission Is exploring how

preportion of the estimnte.d .$40 billion of emergency income transfer pay- ip:.ments in fiscal year 1970 can be converted to creating employment opportu-tildes for the unetnployed in the public sector, :as well ns exploring new ap-
Pronches f(A maintaining and expanding job opPortunities for the unemployed
and.potentlally unemployed in the private sector.

With regard to the Unemployment Insurance Systetn, the Commission hasreeotntnended.:
Enactment;of legislation to improve the coverage, benefit levels, and Duane-ing of the system.
A study to tletermine ways III can he transformed in part Into a manPótvero.support program witIi . emphasis on expulding training tmportynitiefil and ,mobility assistam.e.
A study of the varlowi types of work-based earning programstNit might heestablished for the long term unemployed in lieu of further e.xttliiditt of, I A mforcing those who have exhausted their lwneflts onto welfare rtffe's.7fTbe. otos-.mission offered as one possibility community development prolebas.'widc
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.- employment and training opportunities to ihe long term unemployed in inner ,
cities and rural areas.)
. Elimination of duplication and inefficiencies in work test procedures ivied

In'UL Foed Stamps, and Work Incentive programs.
9. Tbe Commission is sympathetic with the range of countercyelical pro-

posals of HR-50 WIthout as yet having had an opportunity to assess them in

10. While the COILINsban. has staff work under way with respect to r9gional
and structural employment policies it is unable at this time to coniment on
these provisions in HR--50 because it has not yet had a detailed- disCussion on
these policy matters.

11. The Commission shares the concern expressed in HR-50 with the need ,

for strenithened youth employment policies. It is currently issuing a volume of
expert papers on this subject which-will shortly be avallabffi.

12. The Commission is sympathetic to the proposal centered .In Hlt-50 re-
lating to "ReserVoirs of Employment Projects" although it has not as 3)-et had
the opportunity to explore their potential. .

13. The Commission is in accord with the propOsal of HII--50 for a Con-
gressional determination as to priority of claimants for public .service employ-
ment jobs and other types of manpower services. In particular, family income
should be a primary consideration. In its Second Interim Report to the Con-
gress,. the Commission recommended : "that Congress establish a maximum
family (or household) income ceiling for persons to becOme -eligible for PSE
johs." The Oommision advanced this recommendation on the basis Of the In-
equity of having secondary wage earners cif some families competing with un-
employed familk, heads of other Iti.Milies for a limited numbei of publicly. Sup-
ported job:s.

Two additional -views of the CommisSion which pertain to the objectives of
IIR-50 may be Of interest.

In the Commission's First Annual Report, it was noted that "Addressing the
eontinned ,problems will require significant changes in many of the present
Nmeepts and policies, a considerable redirection of many of our programs, and
14(iple restructuring of our economic and manpower Institutions."

The report went on to state.that "In assessing the state of our nation's man-
power policy in the fall .of 1975, it is this growing acceptance of chronically
high unemployment which. the Commission judges to be its most critical and
the most disquieting finding. If the nation7-and its leadershipcontinues to
accept as inevitable a high level of uneMployment and consequently lessens
its,search for early and effective remedleS, the unemployed and the nation will
have .fiecome the victims of a self-fulfilling prophecy."

.As indicated in the beginning of this communication, the Commission is pres-
.

ehtly in mid-stream in formulating its detailed proposals with respect to a
national manpower policy, including employment strategy. However, I hope
that my specific comments convey to you the freqUent parallelism between the
Commbsion's preliminary approach to employment problems and.the proposals
eontained in You can be assured that as the Cominission moves ahead
to deepen its analysis and formulates its recommendations It will 'give 'ciose
attention to IIR-50.

I am also enciosing a copy of my remarks prepared for the Joint Economic
Committee's. National Conference on Full Employment since they supplement
some of the comments set out above. .

Sincerely,
Em Gzznrw ,

Chairman.

ME. DANIELS. I would like to, give my thanks to you for your in-
.

terestingjestimonyAis morning. Your views as an edonomist, in-
deed, arovalued.,

read Your "statement,'froru beginning to end, and, of course, I
ani.not an ecohoinist. I .do not, fully, comprehend all of the things
thayou,bave statid and do fec.pxOpend, 14t. I do intend, if I have
any leisure thne, to Carefully tei404,4 aricl.:1").ayp'a better understand-,
ing of your recOmmendations. .:17;.!

4.
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s Mr. -laWkins his: just told you, you 'have made.. softie sugges-
t4ns here, inasMuch .p.s he is the author of the bill, I will he.guided
v ry much by what Mr: Hawkins has to say.

. T

I think that you should feel particularly honored- fla3t.;.W.OlitiVe...
had a better attendance at this:subcommittee. by the meniberi. of. thi
subcommittee today thah we have had for a long tithe iirl.the past.
am happy to see that we have 'the ranking minority; member .of the
full .Education and Labor Committee, the gentleman from Minne-

. ....Sota, Mr. Quie.
Mr. Quiz. I juSt want to pursue the prevailing wage question which

I find very interesting, because it has been my feeling that the money
canto irlot further if we did not pay the ininiinnm wage. You could
hire people for a lesSer vatgd. The Federal Money could .go fUrther
to get more peoPle einploTed. A

Your argument that the people who are on public service employ-
ment, in spending that money gives other people:employment and
more nioney to spend to give other people employment.

.

,That argument is important.
noti& ni the legislationcheck 'me if I am not right on this

*hat we tended to do is either say you have to pay the minimum wage.
.

or pay the prevailing wage or public service 'employment., we put
a cap On at $10,000 at what could be paid, which 'limits them to cer-
.tain kinds of. employment..

Now,''how. would you have us write in the legislation that they
pay,Nhatever the worker iS worth ?: That. is a little hard for

flie'tounderstatid, hOW you do that.'
sr.Eialrift:Mptt is a tough question,'hard .for. me to know how

to Word.J.,haveethought aboitt it, and I recognize the difficulty.- I
' might suggest,, it is not an issue that does not have to be faced

v.eMeinplOYO, Inclfiding private employers, .
!crow .hinv a General Motors or the, Washington Post

any privaie 'company . decides exactly what aii,j employee is wortb.7,-,.
YOu do not.hire a reporter and say-he is going' to bring in: so much
in tee 'Way of advertising revenue and therefore I can afford to patt'.:,;,..;;.;,..
Min $5;000 to $18,000: .

There are management expert.4, there are persennel .people 'who try
to decide how much'a job iS worth, and pay that kind of a. salary, or
wage,: and I would hope, in public..serVice employment that a siMilar
determination would he made and made honestly, as free /if political ?influence as pOssible. But I .do reject Arthur Burns'. suerntion that
any public servide job as a matter of principle be niade unattractive.I do.not think public emploYment .shoidd he viewed that way..

But the problem I see in stipulating prevailing wages that, these
may not, be the wages that are appropriate for the lobs that, are being
performed.. Again, it may be a-matter of semantics. Maybe you -can
get away with prevailing wages if kis UnderstOod correctly. .

People have told me that the Davis-BaCon Act, ffir example, has
been widely abased.

Government hes been paying for work far more than they should
be paying because there may he some small union that does not. in-
fluence .most of the working conditions in an area'of. .industrY that
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'has a paiticulai wage and that *becomes the..floor oft what haelo.be
paid.

.1 can seedh the bill, as drafted, that kind of -danger. I guess, T. am
. politically realistic enough.to :know that.undoubtedly much of orga-

nized labor; which I think appropriately should suppo4 this, may be
, very much conctrnedlf .tbere is anything. inthe bill that would sug-

geStit would be:064 tti,br6ak down fair labor standare .

I would hope th,g.t you ceuld find a way to word thino's that would
indicate that the Oiblie service job' slui1d be worthwhile, productive,
slulihld'pot-be unattractive, as Arthur Burns ays, but also Should hot,
bo 154aidoggles .tO try te pay people considerably more than they are

' worth and put them in a- situation where they never want to leave
Public employment, even though the jobs'are not worth that Much.

. Mr. QDIE. Wliat about the.fact. that employees in, similar work are.,
union eanployees? Would there hot be a tendency to .pay .the .union
wage.?

Mr: EtEniEtt. If in a sithilar work employees are paid that union
wage, they are apparently worth that much to the employer. If in a
similar public service work theyara doing the same york,,I have .no
objection to them getting the union wage.i. am not trying to under-
cut that.

On the other hand, suippose you have a school that has provided
teaChers, say the salary of teachers is so much. .Do you ,pay that
much?

. Mr. Quff4iank you.
Mr. VAR4sy.34.hank You, Pmfessor.
This d'oorit*'today's hearings. I Would like to annthince that the.

next tneiWOtillis subcommittee will take place-on. TuesdaY, April
6. in rooM:22gInn :the Rayburn Building, at which time we propose.
to haYe as witnesses the assistant secretary of labor,.William Icolbergt,-
and'representatives of the IAVW and AFL-CIO:

.

,.[Wherenpon, at 12:20 p.m. the, subcommittee recessed tO reconVene
ferihrther hearing on Tuesday, April 6, 1976.]
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FULL EMPLOYMENT AND BALANCED GROATTH ACT OF
1176 "

TVESDAT, APPtn 6, 1976

HOUSE OF REPRfSENTATIVES,
Suncoz4m.rrrnz ow MANPOWER, COMPENSATION,

1 AND 1-1.EALTH AND SAF,ETY .
., Washington,D.C.

The subcommittee mef at 10 a.m., pursuant to call, in room 2261,
Rayburn House Office Building, Hon. Dominick V. Daniels (chairman
of the subcommitte4) _presid i fig.

Members present : Representatives Daniels, Hawkins, Meeds, Gay-
dos, Beard and Sarasin.

Staff present : Daniel Krivit, cminsel; Saralee SchWartz, research
assistant ; Nathaniel Semple, minority counsel..

Mr. DANIELS. the SUbcommittee on Manpower, Compensation, arid
Health and Safety will COMO tO order. . ,IThis morning continue with hearings on .R. 50, The Sun11
Employment and lanced Growth Act of '1976. Our first witness
is Hon. William Hi.- olberg, Assistant Secretary of Labor for Em- r
ployment and Training, accompanied by Mr. William: B. Hewitt, .

Administrator, Policy, Evaluation nd Research.
,.'. Welcome, Mr. Secretary. . :.,. ''

Mr. KOLBERO. Mr. Chairman, th nk you very much. Itiq always a
pleasure to appear before you, and the subcommittee. I apologize for
the length of my statement this morning. But in View of the im-

. pOrtance of this bill, I would like very much -to read it, if r may,.
rather than just insed it for the xecord. 4 .

Mr. DAwins." The length of it is understandable because of the
importance of the bill. ,.

P. KOLSRUD. If I may,rd like to proceed.

STATEMENT OF WILLIAM E. KOLBERG, ASSISTANT SECRETARY
OF LABOR FOR EMPLOyMENT AND TRAININO;.ACCOMPANLEB BY
WILLIAM B. IINWITT, pitNISTRAT014:'POLICY, EVALUATION '

. Mr. Kor:Bium. I am pleased to appear before this subcomiriitteel to
present the.Department of Labor's views on Hat '50, the Full Em-
ployment and Balanced Grimith:. Act of 1976. am perticularly
pleased to appeor at a tim When our leading economic indicators are

ting, toiward sustained economic growth. The sharpest recession
,(143)
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of the postwar pCiod -hit bottom laSt spring, and a, subStantial re- -
covery is nOw mderway. Commissioner Of.tabor Statistics Shiskin
reported on, richly last that unemployment,.for the Month of 'March
was 7.5 pe cent, down s'ubstantially from the May 1975 reces'sion peak
of 8.9 perceu .

Severe a.s this .recession has been,-it gid not bitch into a depression,
and substantial credit for this must be given tO existiDg .programs to
cushion unemployment. In December 1574 and. ,Inne 1975. the Presi-.
dent 'signed into law major expansions in the duration and coverage
of unemployment insurance. During fiscal year' 1975 a total of 1,9
million. Americans drew benefits as ft result of this..new legislatiOn.
Under regular imemployment -insurance pi.ograins01.1 Million Amer-
icans received benefit -payments.

A. seconch,Major source of assistance to the unemployed, 'anVone
very familiar to the members of thi§ subconunittee, is the .Fed'eral
program of training argenyloyinent assistance. The Comprehensive .
Employment. and Training;Act provides a broad range of employ-
ment and training progrimis administered through State and local
prime Appnsors, mchiding a permatInt prograrri of public .service
employment authorized in title IL In Deceinber 1974 a new title :VT.,

-was .added to CETA providing a temp.tirary 'public service jobs
program..;:

This eMployment and training syStem has been developed since
1962, .Its deVelopment has been bipartisan in nature.; The executive
.pranch and the CongresOrave worked coOperatively through the
past few years, and togethrir have provided both authority rind funds
for an impressive range of programs to' ease unemployment and put
people, back to work...

.

The first line, of deknse against the unerriployment we have experi-
enced hirs been unemployment insurance. By groviding rptirehasing
power to the unemployed workers,miemployment .inurance serves as
a built-in stabilizer in the .economy. Thetprogram helps to maintain
the -etoncimic well-being of both the unemplOyed workers and the,
business cOmmunity.

The second line' of defense is represented by 'programs 'geared to
assist. the unemployed by locating igew employment opportunities or
providing. temporary employment oppOrtunities. These programs
are, of course, the emploYmerit

. service program consisting, Of a
nationwide network of 2=0 local public emplOyrnent 'offices, and the
public', service employment, programs an tfiorizad under CETA.

Mr'. Chairman, I think we often overlobk the magnitudeOf expend-
itures for .unemployed persOns. In fiserd year 1976 we are spending
approximately $25 billion throngh tls, programs administration by.

Vmployment and 'Training Administrrition manpower and
unemployment insurance to rtSsiSt approximately-1p iYillion nnem-
nloyed and underemplOyed persons. This islip from $7.8 billion imi
fiscal, 3/ear '1974. Thesfigiires. of course. do not. include funds. for

'other programs which' may assist the unemployed, such as Aid to
De,pendent Children and Food Stamps.

...In his 197.6 econornic report to the Congress the President' stated
Mae his key goal is to create an environment in wtrich Sustainable,
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noninflationary gro*th in the .private sector can be attained. Pro-
posed programs to achieve this goal include :

Large and permanent tax reductions that will leave 'more money
where it can do the moSt good; in the hands of the. American people.

Tax incentivek for the cdmstruction of new plants and equipment
in areas of high unemployment.

Tax incentives to encourage. more loW- and,middle-incomei Asneri- ,
.

.4caotto invest in common stocic:
More than $21 billion in:O4lays for important public works.such'

:dis'enerky facilities, wastewafer treatment...plants, roads, and veterans'
'fieStiitals, representing a 17-pereent increase over the previous .,fiacal
year.
. Tax incentivek for investment in residential mortgages by financial
institutions to Stimulate capital for home building.

-t, The President and his.economic advisors have estimated that these
proposed economic programs, along with the natural recovery of the
economy, Will foster an inerease in eMployment of 2 to 2.5 million
jobs in fiscal.year 1976 and more than 2 million in 1977. In addition,
the administration has put before the Congress a bill providing qer.
Comprehensive reform of the Nation's uneinployment insuranc34.:
tem. This bilk H.R. 8614, would provide unemployment insurance
coverage on a permanent basis for..more than half of the approxi-
mately 12 million workers now..bnly -covered temporarily under. the
Special Unemployinent Assistance: Ektension Act of 1975. The ad-

., ministration's reform bill would.-alse'restore solvency to the Nation's
unemployment insurance system by!raising both the tax rate and the
tax base upon which employers are taxed for unemployment Cornpen-
sation coats. A bill, H.R.10210, embodies parts of the "administra-
tion's reform.proPosal, hriabeen reported out of the Ways and Means
Committee and is scheduled to come to the floor of the Hbuse after

. May 15: , . .

Mr. Chairman, it is within this context then that we should con,
sider the bill before the subCormnittee today, H.R. 50. The major in-
tent of the bill is to achieve,.withit 4 years of enactment, the goal .of
3 percent unemployment for all adult Americans able, willink, and
seeking Work. Full employment in the bill is defined as a rate of 3
percent or less unemployment for those age 16 or over'.

Under title I of the bill,. the President would transmit to the Cpn-
grass an Economic Report not later than January 20 each year, in .
which he would reconimend numerical goals for employment, pro-
duction, ,and purchasing power, ns well as policies to reach these
goals.

' Through ,the Council of Economic Advisers, the President also
would be required to establish a process of long-range economic plan-.
ning to achieve the goal of reducing unemploynient to 3 percent with-

. in 4. Years. The full employment and balanced growth plan to be sub-
mitted to the.,Congress would propose lOng-terrn national goals for
produCtion and purchasing power, as well as:the 3 percent unemploy-

' merit rate.
Title I would require that monetary and fiscal policies be used in -

a manner to achieve full employnient and balanced growth, that the
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President. determine the extent to which fiscal policy pa" be relied 'upon to adhieve full employment and other economic. ,aOals; and...thatthe .econOMie report contain a comprehensive set of anti-inflation"policies to Siipport fiscal'and monetary. policy..The FederaLReserveBOtigd.would be required to-submit an independent report, setting.:Jort14 the extent to whiCh the Federal 'Reserve would use monetary .policy to support the President's, 'recommendations. The Federal Re-serve would have to justify any policy decisions that 'did not sup-port these recommendations.
. In addition; title I. provides for periodic reviews of GoYernitentregulations and the -gradual introduction of zero-baw,bUdgeting,AlsO, a 12-person Advisory Committee on Full -EmploVMent !and..Balanced Growth would be createdt&tissist the COuncil or,EcolioinieAdvisors. - ,

Title Ir sets .forth.policies intended to achieve full emploYnient..Title XII 'eStabliShes a timetable for congressional. roleyz,..:Ofthe'
'President's. :_recoinmendatiOns :under title I. :The. Joint4 Econmi.Committee WOUld centime to" review the :PreSident's
port, .and recomMend any. changes to the, Houseand-.$0.nattOltidket,I.';:,
Committees. Those recommendations Wkaild have ';tp,.be...ife.hided.4.7i,'the first ..c4mcurrent budget resolution, whieh 'mugLhoe approvecfthe Congress by May 15. each 'year: The bill 'also. Wetild establii3hDivision of. Full Employment and Balanced Grewth in the Congres-sional Budget Office to support the Joint ,Economic.Committee.

.As I have indicated, title I of H.R. 50 ,concerns goals, econornicplanning, :tmd general-. economiC 'poliOies..,The Department di Labor,.generally..defilrs to the'Council of Economic .Advisors and the .Fed-eral Reserve Board on these matters.
However, we 'do question whether,theqiild.ition of thecomplex sys,tem and structure 'Of this bill to *existing Organizations.-and institu-tions, including the President'S EconomicPolicy.Board, the Councilof Economic 'Advisors, the Congressional° Budget Offiee and com-mittees, and the Joint Economic Committee, will result in timely and-adequate responses' to emerging problems.We cannot help 'wonderingwhether, the complicated reporting and programing requirementswould trilly facilitate or delay administrative and congressional re-..sponse to problems id this most colriplex and key area.As Concerns the jzoal of the 3 percent.uneMploymentrate, let. mesay that this administration, as well as, I believe every adMinistra-

tion Since the Empleyment, Act was enacted in 1946,.has endorsed. the-.goal 'of full employmentif not the definition of that goal that is
.contained in H.R. 50..

But While we favor the concept of full or maximum employment,
'we havO serious reservations about the unemployment goal expressedin mt. 50.,We oppose enactment ihto law Of this bill, .which,.we-helieve,would create expectations that cannot be met.
. The unemployment rate.as defined in this bill has fallen to 3 per .cent.only. once since .1948. That was, during the latter Part of the',Korean War. period,. which 'includes the second quarter of 1952through the Third quarter of 1953. It is highly questionable.,whetherthe 3 percent goal is realizable with price stability. Previous testi-
mony on H.R. 50 asserted 'that to achieve 3 'percent Unemployment
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by job Creation in the private sector within 4 years .would require an
annual economic growth in GNP of 71/0 percent. Our experience
clearly shows that it would be extrentely difficult, if not impossible,

,,to sustain a growth rate of this magnitude over this requisite period.
:Furtherthere, we question whether.the use of a single measure and .

gofil for unemployment,- sufficiently takes into account the compli.--
ckd nature of our, economy and of the unemployment- problem. The
Plaiirman of the Council of Economic Advisor pointed out at the
recent Conference on Full Employment held by the Joint Economic
Cournittee that there are many different types of unemployment re-.

Alliringdifferent remedies. We would add that the'bill fails to recog-
,:ltize that unemployment is not static since there is, considerable turn-

over in the ranks of the unemployed. The duration of unemployment
is not taken into account by this single rate. In sum. we do not think the
3 percent unemployment definition of full emplex ,t realistic.

Another way in which the bill creates expc..:n to:1i H-it cannot be
fulfilled is that it appears to guarantee 1-'t '-ricans the
right to ,useful Paid employment at fat -I .:1pensation.
Whether this promise can be fulfilled throt,_ t n isms estab-
lished ii the bill is, in our view, highly quest p-

The most obvious concern is the impact on our economy of 'vast
public expenditures for programs designed to reduce the unemploy-
ment- rate to percent. The high cost stems both from the large
-number of public jobs-,--primarily -public service employnkntthat
would have to be created, and from the wage ratesthat wbuld have
to be paid for those jobs. Sponsors of the bill have-estimatetl that it
would require an outlay of about rS billion a war. less savinffs in
unemployment insurance, and welfaro,- and the oiThet of hipher
I believe this outlay figure. is vastly understated. By way-of il .11 .6

tion. suppose that- all the currently.unemployed were to be employed'
in pubhc service jobs down to the. 3 percent goal. If this could be
accomplished at. the current cost for PSE positions over $3.000, it
would cost upward of $30 billion. But this neglects a number of

;problems.
The estimated'cost is likely to be higher because to reduce the

number of unemployed from 't million to 3 million would require far
more than' 4 million public jobs. This is because of the guarantee of
lucrative employmentin many 'cases much better than minimnin
wagethat wouhl be attractive to many individuals who would .not'
otherwise be in the, labor force. Of course, this would- sig-nificantly
add to the number of jobs that would have to be created. In addition,
the often,-noted substitution of federally funded public service em-
ployment. for locally funded jobs .wonld increasingly; take plaCe,
thereby diminishing the pet increase in new jobs.

Whatever the _cost of the program, it would have to be financed
either from additional taxes or from additional borrowing in the
capital markets, or both. If taxes are increased in order to raise the
additional reyenne.-Consumerimrchasing Power is diminished which,
of course, adversely affects private emplovment. If, on the other
hand, these jobs are financed through public debt, then cte have
.created a further stimulus to inflation which-again diminishes pur-
chasing power as well as pushes private capital requirements aFlide.
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Therefore, regardless of the method offinancing these jobswhether
through raismg-taies or incurring...more debtthe expenditure re-
tards the healthy growth of employment in the other sectors. .

Anothei major concern we. haye Nith., the bill .concerns thelabor
market effect:of the wage provision in section 402, to pihith I have
already alluded. Section 402 would tequire,that persons employed
in any,of,the,programs desig,ued to achieve, fulremployment be paid
the highest of either the minimum wage under FLSA, the State or
local minimum wage, or the prevaifing rates of pay for persons em-
ployeA iii similar public occupations. In the case of persons perform-
ing work to which the Davis-Bacon Act applies, the prevaijpg/swage ,
would be determined under that act.

*Since the individuals receiving 'jobs would be paid at the highest
of these rata", there would be no incentivejor unemployed persons
to look for equivalAt jobs 'for hicbthq were wafted in the
private sector rather than in the publie sector, Mich by law could
nor pafless t4an the private oector. Morequer, sinee the bill requires
efiat individuals in, public servide jobs,4for example, bepaid art1W--
highest rate, and there is no limit on the periokof Thie an individual
may rettain on such a job Alta no mandated prwate sector work test
for eligibility, there is no incentivfor the person to thkn an equiva:'
lent. job in .the piivate- sector Slioufd.one come along. Over time,
under this legislation, there wotildrinevitably be a shift iOnianylobs
nnd employees from the.'priyate to the public sector.

Another consequence of "these meftsures is that there iity resist
trethendous inflationary pressures due to the effect Of a Tightening
labor market. on wage rateswhich the bill does.nothing to address.
It has been observed that lgrig before the adult unemploym.got rate
would fall as low as 3 percent, wages would start to creep upward at
a rapid pace as epployers-bid against.each other for manpower. Thebill sheds little light on the ways in which these inflationary conse-
quences would be attacked, but_ the clues which are there are 'more
than enough to see that price stability as usually defined in the con-. text of a 'free .enterprise economy would be, sacrificed. Agriculture'
would be subject. to export controls. For thc rest. of the economy,
there is only reference to "administrative and legislative actions."

A final coneern we have is that emphasis in the bill is placed on
creation of public sector Kti, slets. However,There is a limit on the
number of labor incentive jobs that can be created. For jobs to be
productivein the public sectorras well as the privatethere also
must be inputs of capital and raw materials.. But the bill fails to
address this reality. In view of this, I am concerned that in conjimc-
tioowith the shift from private to public jobs, the, bill woald xesifit
in a -L.,,reater number of less prodfictive jebs. -.-So far, Mr. Chairman, I'have been addressing matters,covered .intitle I of MR 50. Let me. now thrn to title II of the bill which pro-
vides specifically for compensatory and ,supplerdentary employment
policies and programs if fiscal and monetary policy fail to bringun-,
employment rates down-to the 3 pereent goal. The bill does noto#4,401
the specifies of the policies, but rather. requires the.President toWirb-
mit proposalS together with such. legislation .as s necesSary, in five.policy areas; (1) countercyclical employment': (2) countercyclical
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grants ,to State and local governments; (a) regional and structural
employment; (4) youth employment; and (5) integration .with in-
come maintenance programs. The proposals would have to be sub-
mitted to the Congress within a period ranging from 90 to 180 days.

Title II essentially constitutes a simple listing of a wide range of
.alternative employment -and training'prograins. Whieh might be con-
-sidered to achieve the landable. but; general goals, of the Jegislation.
For instance, section 202 on countereyclical employment fists nine
areas from which a general program might be derived.

.

The admin,istration is then directed to prepare within 90 to 180
dayS a definitive policy framework and progranv- in this complex
area. Mr. Chairman, no one is more aware than the members of this
subcommittee of how unrealistic these. time frames in title II are.Yon aro aware, Mr. Chairman, that it. took this sub`Committee, the
administration and others over 5 years to develop -and to enact the
CompfehensiVe .Employment and Training Act (CETA) and al-though CETA is broad-ranging, it does not, begin to have the, scopeenvisioned by the authors of H.R. 50.

.
. .

. Aff. Chairman, I belieye there is ample evidence that the4C rn-ment can move 'quieldy to proposv the specific legiaatioh neet .tomeet the Nation's emergency Amempioyment problems. WhOl un-
employment began rising in,414; fall of 1974, the adMinistration 'Imt
forth its proposal for an,tihkgeaey jobs program as well as an ex-tension and expansion oftlitttgulOrnent compensation programs.

Tlie Coagress, with the, siqiport of the administration, passed theEmergency Jobs and Unemployment Assistance Act and the Emer-
gency Unemployment Compensation Act. in December of 1974. To-gether this legislation provided a needed jobs program', new
temporary coverage for workers not. preyiously .eligible for unem-
ployme.nt insurance coverage. and an extension of tulemployment
compensation benefits for, those workers already covered by nnem-Ployment insurance: When unemployment continued at very high
levels in1975, the Congress enacted and the President ,signe'd further
extensions and expansions in 7memiiloyment compensation in Juneof 1975.

Mr. DANIELS, Mr. Secretary, maV I interrupt you at this paint.
Tye just, received word that the full Committee on Education and
Labor iscondueting a meeting upstairs and the. presence of the. mem-bers of this committee. has been requested by the .chairman to consti-
tute'a quorum. So can we take a brief break at this particular time.

We'll recess for a few moments.-
Mr. KOLBEno. That. will give. m-y yoke a rest. :qr. Chairman. TTwelcomethat.
(-Whereupon. a briefrecess was taken.]
Mr. DANIELS. The subcommittee will conic to order.
Mr. Secretary!. and all the other witnesses who have been Sub-

poenaed here today, I am extrethely sorr3- for the undue delay inreturning. I assure ou, it was due to circumstances beyond mycantrol..
I was assured that. we would, consider a bill this .morning to which

there was no :ohjectian: however:, unanticiaatM biections and
amendments were proposed ,. which necessitated some liscussion. Of

.,

153



150

Course, Ow discussions got a bit hethed and also became exthnded, so
I am rofusely sorry for the delay. I know how hnportant yOur thne

'.and the time of the other gentlemen is. And so I hope you will for-
give the Chair.

You may proceed.
MI KOLBERG.. Air.. Chairman, I will begin at the second parmraph

on page 15.. ;

I have been enconraged by the high levels of .cooperation which
has evolved as we have worked together to provideonaximum train-
ing and employment opportrmities for the Nation's unemPloyed
workers during tlie current recession. I believe that this degree of
cooperation can continue and that it is important for the Nation that
the Congress and the. administration jointly set realistic and attain-
able goals toward which th work.

At this juncture, I would like to turn to some of the specific ap-
proaches presented in title II; my remarks will focus in depth on
the two aspects with which we have had the most recent experience--
countercyclical and youth employment, policies.

As you are aware,niost of the program approacheA suggeSted iii
title. II have been tried or at. least proposed in ace last. 2 years. On
the basis of our recent experi.ence, we feel that the limitations of the
use of these programs on a massive scale should be pointed.out.

It is assumed that td reduce the national -unemployment rate to the
proposed target of 3 pereent,.the Federal Government would have to
rely primarily on a massive public service employment program or
phblic works program or some combination -t" the two, and, perhaps
subsidies to employers in the private sector. This administration
-believes that unemployment should be dealt pith primarily through
stimulation of the .economy, creation of new priVate sector jobs, and
income support through unemployment assistance payments to
wake.rs who are unethployed. There is a place for carefully designed
countercyclioal public service employment during 'periods of, high
unemplovnfent but stich it program must be limited in scope. Any
System of federally subsidized public jobs requires built-in incentives
to seek unsubsidized employment, and therefore the continual avail-

., ability and application of a Work,test. The bill' is silent on this very
important, concept. As we have determined from previous experience
in AFDC, welfare and 131 programs, it is extremely difficult to
implethent an effective wOrk test; however, a work test is funda-
mental to a program of short-term countercyclical public service
opportunities and cannot be. ignored.

While a. public serVice employment program can create jobs in a
short. period-of time, there are a number of disadVantages that argue
strOngly against the use of public'serviceemployment as an extensive
countercyclical tool. Let me. discuss twd of the' major, problems which
seem to be inherent in the basic PSE concept.

First, the impact of public service employthent on net job creation
can be greatly reduced over time by the "substitution" of federally
funded public service employme6 for positions planned to be funded
from local revenue. The more serious the revenue probleths of local
governments. the more such units tend to rely on Federal funds, and
cut back on local funding of jobs and services originally- planned to
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be paid for out of local resources. This .displacement effect becomes
sertons after localities have had to adjust, usually.after thefie4 year
of the program. Studies have estimated the substitution effects of

service employment,.over time, in a range of 60 to 90 percent,
especially as the program continues. The CB0 estimates this substi-.
tution effect to be as hioli as 75 percent, This displacement appears
tp -occur despite the, fact that qie CETA ,was designed to minimize
"subStitution" of Federal-for loc l funds.

Second.-it, is difficult to phase tout, large public service employment
programs as nnemployment, fa s. When large nunthers of persons
who have.been employed under ISE proyidino- ldtal governmental
seryices are confronted with the icessitv to.seel, other jobs as condi
tions improve and the progran naers its 'end, it becomes a very
complicated matter to termina e the program. As a consequence,
there is a danger that a large p ogram of public service employment
could become a permanent, drain on Federal resources. In addition.
there is.the problem o'f precisely how-to phase out the procrram when
conditions improve without disrupting the labor market a7ljustments
which must accompany improvement in the economy.

Although public works programsrproduce tangible long-term ben-
efits there are difficulties,in using massive, pliblic works programs as

countercyclical strategy. First, there are signifiCant delas in imple-
menting public, works projects, even if the mechanism -tdi funding
them at the Federal level is 'in place: Consequently. the maximum
impact of a .public works prograin ,initiated at the beginning of a
recovery may occur after the economy has recovered, contributing to
an inflationary competition for scarce resources. The historical record
on tlds score is not reassuring..

A further obstacle to mishit,- publi6 works as'a countercyclical em-
ployment device is that by 4ts nature, the cost per...job_of.a_public.
workS project is higher than for Most other 'employment stimulation
measures. To the extent that the employment impact, is maximized by
selecting labor intensive public works projects. the long-term capital,
forming benefits of a' public works program are sacrifieed.

.Finally, jobs created by public, works projects are difficult to target
to the unemployed workers most in need of temporary jobs.

The comprehensive youth employment program required by section
205 of this bill is duplicative of programs already administered by
tlie Department. Under title I of CETA, approximately 61 percent,
.of the individuals served are youthample reflection of thalltixistence
of an-authority and reSources .for this need. Also in accordance, with
title. UT of CETA.. the Department is responsible for providing the
variety of services to youth which section 205 of this biiil',requires,
inchiding education. on-the'-iob trainin7 and work experience..

The major resource for the. summer youth PronTam of 197 6 will
be 'funds appropriated under title ITT of CETA. A program to pro-
vide.summer jobs for economically dis:nlvantaged youth, a.cred 14 to
21, is part of the President's program. -A supplemental budget re-
quest for funds' to operate the program will be formally transmitted
by the President-to the Cengress very soon.L.

We:expect. Mr. Chairman, that the supplemental request, will es-,

sent:ally keep last, year's level for the summer youth program.
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Section 206 of the bill .would create, within due Department of
Laber,a Full Employment Office with responsibilities for providinff
employment opportunities to individuals willing and seeking worrc
but who, despite serious efforts, have been unable to)find employment
in the general economic environment or through any other provisions
of the propOsed act.. Using reservoirs of federally operated public
employment projects and private nonprofit employment projects, the
Full Employment Office wohld provide last resort employment op-.
portunities. The bill does not address the relationships of the duties
and functions of the.Full Employment Office to the other job guaran-.
tee meehanisms, economic stimulation measures, and fiscal and
monetary initiatives that are to be established. The role- of the Full
Employment.Office is not, at all clear to us, nor is it clear how the
role .would differ from that currently mandated to existing agencies
of the Department of Labor such as the U.S. Employnient Service.

FArther, Mr. Chairman, the Full Employment Office would pro-
vide these last resort job opportimitieSthrough reServoirs of federal-
ly operated public employment projects and. private nonprofit. em-
ployment. Nojects approved by the Secretaryef Labor. This concePt
represents A-quill abandonment f the principles of decentralization
and decategorization of; employment and training programs that
have been established by- this comthittee i the Comprelwnsive Em-
ployment and Training Act. I feel strongly that decentralization of
decision making in the employment ,and training programs has
proved to be a much more effective way of responding to tlie needs of
the Nation 'than would the creationor re-creationof a highly cen-
tralized Federal bureaucracy charged with essentially. the ,14ame mis-
sion. Duplication of effort luy both Federal and local progrifm op-
erators can only result, in wasteful overlap, conflict, between pr.ograms
and approaches to a common problem, and,massive confusion on thle
part of ;the Unemployed individuals who3' are intended ..to*
beneficiaries of:tlre ,programs. Duplication and overlap of f
would seem to be something to be avoided and not mandate L

In conclusion; Mr. Chairman, I have several general points
I would l*e to make to the comthittee.

First, I. would like -to emphasize the commitment that we have,
and I believe that; every :American shares Joward the goal of 'full
employment- -in our society. I firmly believe that we are making .real
progress toward achieving -that goal and that we have much .to -be.
proud of in 'our free dernocratic society, in our free ,enterprise sys-
tem, and in the ways that we haye.fashioned to solre our economic
problems: The reasons we have not reached that goal is not .becauSe
we are mean _spirited.- It, is because the goal of fall emploYment -is
perhaps the most difficult and intractable problem which faces any.
.free democratic society dedicated to the.free enterprise system.- It is
instructive, I believe, to look at the way our society has reacted in
its concern for its unemployed citizens in past, periods of serions de-
pression. or .recession and compare our actions. th'is time to those
earlier times: I believe the record will show a decided and steady
movement toward the laudable goals contained in H.R. 50..

Second. I know this committee is Avell aware of the- performiince
of the econotny since this recession bottomed ,out -last spring. butt let
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me briefly remind yOu of several facts. Total CmploYment has risen
to an all-time high of 86.7 million persons. It is interesting to note
that adult women accounted foy oVer half of this gain in employ-
ment. Over the past year .labor force, growth has totaled more than
1.8 million; again with adult women comprisingmore than 65.5 per-'
cent; of this increase. During this period, the..labor force participa-
tion rate for adult women increased by nvarly' a full percentage,
'pointto 46.7 percentwhile that- for adult,meti;.declined by nearly
a point. I will leave it up.to other cominittee 'Witnesses tO fully brief
the subcommittee'on other .current economic facts and trends. I re-
cite the foregoing to illustrate one simpk pointthe priyatO enter-
prise economy has created well oVer 2 million 'jobs and all indica:.
tions of performance show a continuation of this record.

I also recite the foregtnng facts to illnstratei a major and impor-'
tant current trendLthe Natwn's labor force is expanding at krapid
rate with women and youth the dominant groups in.the thnist,' whik
men are continuing their decline in labor force participation. This
trend has obvious significance tothe till Under consideratjon. Larger
proportions and numbers of women and teenagers' have been enter-
ing th labor market. This growth in the labor force may mean that
the góil of a. fully employed society may take a little longer to:
reach. .

Thi d; I want to indicate to the committee my full confidence in
the in ortance of the employment :aid trainin0 and unemployment,.

lupe] sation programs currently being operated and the necessity;':.
fo c itinuiner to examine and improve those programs in. every ,
way, My preceding testimony should not be read as any doubt omMy
part as to the general need and effectiveness of the $25 billion plus
we are now spending on such prograros.-Unfortunately, too much
of the public discussion of H.R. 50 has seemed to .become an ail oi%,
nothing choice. I believe it is not at all inconsistent to oppose MB, ., .

50 as I have done in a number of -ways in this testimony .and -at 'the
time favor enthusiastically the continued ,support development and.
imProvethebt of the Nation's employment, and training systetn

Finally, Mr. Chairman, the American public is already, io'iny
opinion; disillusioned with the ability of 'Government to Make:06nd
on its promises. I must say that ILR. 50 would he Another insranee
where- the Government, again,'in my judgment; may-be oyerliromis-'
ing and under-performing. This.,:could further continue. to contrirthe
to cynicism about the very ability of ,Government fo carry Out effec-
tively any of its highly important duties.

.This Concludes my prepared.. remarks, Mr. Chairman. T would he,
pkased to respond io your.,fitieStIO:ps and-We questions of your col-
leagues. .

Mr. DANIELS. Mr. S firitt. the 42gtir wiShes to thank you for
jift),:.T.st6'9111d 'first Eke to 'ask'. You

tins
your- very .compreheni3

questioiL' what leve etnrilOti4-rit do 'you deeth wrnM he..
fair and reasonable in orde;f tn.:achieve full employmentl:y...,

Mr. KOMERG. I ,don't know that..I Would want to pick, kfinniber.
The numbers our societT has picked, as you know, Mr.. Chairinan.
vary a lot.: Back in the 1960'"we used to_ talk about 4'perCent:uti-
employment ; H.R. 50 mentions 3 percent;The former Commissioner.
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of labor Statistics spoke of. 5 percent, with:the current makeup of,
the labor force and the rate of expansion among women and teen-
agers. Ithink it would be unfortunate for us to pick a ninnberas

think I've indicated in my statement here, and say that number
represents full employment and when we get there we've solVed our
problem.

I think if you want to pio -. some tentative goals.or targets, one
might want to do that for certain segments of the labor force and
then see what happens when one gets closer to that goal. I don't
think it'S important or neceSsary for us to pick A number in order
for us to get .on with the job of getting.our economy to perform..

Mr. DANIELS. Will you agreewith the view of the Chair that the
national leVel of unemployment that we have suffered during- the
past 2 years and the present 1eve,1 of national unemployment is un-
reasonably high?

Mr. KOLBERG. I certainly wofild agree,.Mr. Chairman.
Mr. DAN1ELS To what level does the administration propose to

redUce this level of unemployment tcTprovide -more work for those
who are unemployed and underemployed? -..

Mr. KOLBERG. I'm not. sure I understand the question, Mr. Chair-
man.

'Mr. DANIELS. What- steps Or efforts are being made by the ad-
ministration to reduce this leVel of unemployment-to a fair and rea-
sonable level? Now you say it's bard to pick a particular figure but
We must, in my judgment, determine what is a. fair and reasonable..
htvel of unemployment. Now, you disturree with 6 percent, and for
many years, since the adoption of tlle Full Employment Act in 1946
4 percent was deemed .and .considered to be a fair level. Now, dSe's
the administration or the Department of Labdi-disagree with tho'se
figures?

Mr. KOIASERG. Mr. Chairman; let .me-first reiterate what I said. on
'page:4 of my testimony. The 61.4, effort the faministration fs making
is to incre4se the number of .private seetor jobs, and I detail in my
statement ir number of things that are being donein terms of tax
cuts, tax-writeoffs, incentives of one kind Or another, and Some pub-
lic. works programs, In -other wards, there are a number- of ways
of stiniulating the private economy so that. pthvate jabs...are created.
'I have inchided. hi my statement -the num* of private jobs that-.

.are estimated to be created by these actions, 2.5 million.in the past
A-ear and another. 2 million in 1977.

The programs that ive are talking about this morning that this
committee is concerned about, the einployment and training pro- .

grams, are really nets to catchpeople that,are unemployed after all
the work. of the private economy. Again. you and I coUld discuss at
!ireat length, Mr. Chairman, what the right number is at any point
in time. Thelabor .force is a Very complicated thing and it con
tinues;to change all-the time. .

For' instance, the reason I was pointing out this morninp: the
. changing labor force participation -rate of women is beeause I .think
it may turn out to be the most important element in the changing
htbor force. If the labor force participation of women goes up 1

,-..percent peryear-as it has-in the past year, in 10 years we will have
'
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55 to 60 percentof all women in the labor force. The number of men
in the labor force will not continue to decrease the way it has. Is it
the iob of our Goverrunent to create good jobsgor every woman
who Wants o leave the home and-work? It's Mpiestion. I don't
knew whether it is or not. Is'it the job Of the Government to create
ft. good jab for mY wife if she wants. to wo,rk? ,

Second, there are 2.6 million out of fhe 7 million uneinployed
individuals that we aretalking aboat have been unemployed for less
than 5 weeks. Is that -a serious enough problem so that a public-job,
ought to be created for those indiViduke .who liave beertunemploYed
for less than 5 weeks. I would raise estion about whether society

hasuthe 'responsibility to create a job -for an individual who has been
unemployed for that short a period of time.

What I'M doing, mr. Chairman., is raising some questions, as yOu
are, about. the, levels.aii'd the, behaviOr of the labof force, which .are
very-complicated. It seeMkto me by picking a level and saying that
is ale goal, one glOgses over a: -whole _series of very iMportant prob-
lems and .considerittiqns concerning a labor force that'. is nearing
100 millioripeoplet

Mr. DANIELS. On page 3 of yourUatement you say; "In.fiscal; year
1916 we are spending approximately $:25 billion t.hrough the pro- ..
gramS administratien by the Employment and Training IVIminis-'
tration on manpower and unemployment compensation to -assist.---",
can you give us a breakdown of that. figure?

KOLBERG. Yes, about $18 billion of that would be nnemploy
meni insurance payments and about $6 billion would be in'employ-
ment and manpower training programs. I think there are almost 6
million people being paid uneMployment insurance this week,or

'put it another way, about Iwo-thircfs 'to three-fourths -of the mihm-
ployed through this recession: have.received unemployment insUr-
juice payments every week.. In addition to thatthe 6 billion; and-
we have a turnoYerin terms of numbers of peOle that are involved,
funds 310,000 .public service jobs under title§ 2 and 6. And if -My
memory serves me right, and we will 'check the numbers .for the
record, about 1.3 million cycled through the title 1 progranis:

Mr. DANIEL& I've heard it said time and.-time again thai eaCh time
we have a.,reduction of 1' percent in unemployinent oi an:increase of '
1.percent in unemployment flint it costs the Government about- $17
billion. Ilow does that figure .ring true to you ?

Mr. l'ohnEno. I iust don't kno'w about that figure.
31Pr. HEvarrr. There, are undoubtedly costs, both loss in revenue

and in incdme support and I've beard estimates of $16 billion and
$14 billion. I suppose it's in that -range somewhere.

Mr. DANIELS. T heard it amounts to $14 billion- in lost taxes and
about $2 billion in.unemployment insurance, Social Security Tnsur,-
ance benefits tind food stamps. Does that sould plausible to you ?

Mr..Hewrrr. Plausible, yes.
Mr.MANTEr.s. Do Jou think the Labor Department should have a

formal voice in .the economic planninp..., of fills country as suested
in H.R. 50 to assure that the- nianpower -aspects are properly con-

-, sidered?
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*.',Apart from the bill itself, Mr,.Chairman, I think the.'-

A .t! font ought to have, a voice in, the planning, and.we doe . etary of Labdr Sits on the President'S" Economic Policy
oatealong the with the. Secretary of the Treasury, the Chairnian

Vthe Coancil of Economic .Advisers, the :Secretary of Commerce
md Some 'others in the Adthinistration. So I -believe we have that

opportunity now to .participatebi I e nomic planning in the .hidhest
levels of the Admirkistration link that is very desirable.. So
certainly I would supporttha

Mr. .1.14NtEr.s. Let me -repo . Sarasin. He has a commit-.
ment and may not be able tQget ba

Mr..SAnastx. Thank you,M an. I.
me Secretary, letInie 'th nmeh *for your very coin-,

prehensiVe statement- and I. i. iitytevoa I agree With it. I think
this billwhile it sounds terrifia';:i6N great deal of ..hinguage andthat's it. I Made . the stateint dother day .whe'n this. cornmittee
started their, hearing's that ,.is r yivassing the buck from' the

. Congress to file administrati& an ," thm15, a disasterous piece
.

of legislation. I would agrde.,. witiOtiaptrahat. we all share the .same
goal, that being to get as...n*0y 4;itoltili'ployed as possible,'.but I .don't think-the , G.Overitnit '.should ,End itSelf in 'the position of :be-
coming an emploYer qloot...fiaOrt tOr -the .iariotis reasons you've set
forth in your statemea.

.

. I think .determining,ija kates czif comeensation are dounterpro-
ductive, as you state.I thiri.k;':PerhaO, Mr. Chairman, I really:have

. no questions of The -R.§-citelary 14tt At fully support his comments.
here this mornin4lIne1'4hank hlm very much for his patience' in -the
long delay.. . )*0

look forward,ie'ffireiter hearings of the committee. Thank
. .you

7Mr. 'Chairman.
' Mr. DAM,S. 1 rtognize the .gentlenaan from ,California-, Mr.HaWkins, the author 'a the'bill.
Mr. HAWKINS Thai* you. Mr. Chaiorman.
First, Mr. Kolberg, may I ask you save you read the bill ?
Mr. KOLBERG. Yes, I have: .

Mr..I34-wIthcs -You have?
Mr. KOLSERG: Yes. .

Mr. HAwmics. Are you also familiar.with the National Commis-
Sion for Manpower,Policy? .

Mr. ROLBERG. Certainly, I'm pn it. .

Mr. HAWKINS. Are you aware of their'close support and encourage-
, ment towards the formulation of H.11-50 and did you participate in
those hearings?

Mr. KOLIMRG. If that the way that letter is being taken, Mr.
Chairman, shall have to talk to the-Chairman of the Commission
and 'take .h stronger Stand on behalf of. myself .and. the other 114-.
ministratioMmembers. I was afraid that was What would haPpen and

Oinsbeitt;will be told.that is not the, way the Commission ought
.to opertite. . .

Mr. ITAWKINSO:suggest you do it. The record contains a copy of
thelettcir And I jU4 would remind you that your remarks this, morn-
ing are ii;i.sharp ctintrast to the'-emintil on which you sit.'iv *iff!'
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Mr. KOLBERG. I don't believe I agree with your summary of what
./that letter sayS, My summary Of what that says is...about what I was
'saying, that in general; we Share the goals set forth in H.R. O. But,
as I:recall, the letter Stops short Of -endoreing the enactinent.of H.R,
50. .

Mr.. HAWKINS. First let us trY to Verify what goal you're talking
Aire. What is your definition Of full eceploymentl, Yon indicate oti
Page' 21, of your statement a commitment to ,full employment and

in several different instances yOu definitely support the idba, of the con-
cePtof full employment. You simply say we differ on the -definitiOn.

Now, turning.to page 21 to be a little more specitioy you say at the
bottom of the page..

I would like to reemphasize the commitment that we have and I believe
lbat every American shares toward the goal of full employment. In our society.
I tirthly believe that we are making real progress 'toward achieving that goal
and that We have much tO be proud ,oc in our_.free detnocratic, 'society.

. Quite apart* from moralizing; there is a lot of phrase there.- Just
what is that goal that you isay we are committed to and-the we are0.
very close to adfieving? Will you be a little mow. specific.?

Mr. KOLBERG1 I can't be..as specific :as you.. are Di the .bill-Mr.
.Hawkins, because I dn't want to set a number. I don't .want to set
3 percent as the thing we're striving toward. I'm really

M. HAWKINS. 'that is an interim target; The bill does not set that
figure as a goal, so apparently you didn't read that, part of the bill..
But apart from that, What goal would you set or how .wbuld yOu de-
fine full employment ?. you say yon .are committed to fulFemploy-.
ment, now hoW..would you define that to which you are Committed?.

Mr. Kousr.uo. I,gueSs I ebuld lise some words to define' it, and I
don't know whetherH.NOu:and I could affree on the words or, nat. What
we're really.talkidg.Aout is trying -ro provide an adeoaate income
for families)in our society. That is really 'what we're trying to...get at..,

Mr. IIA=IN.S. For every family or for soine fathilies?,
Mr. IionlniG. '1 dOn't leave Out .anytme. We're moving in that di

47*,rectiou.
Would that include women in that family who de-

sire to work?
Mr. KOI.J3ERG. I suppose so, Mr. HaWkins.
Mr. HAwluss..You suppoSe .so? Does it or .doesn't it ?. Will you be

:,as specific -as possible in defining what you assume to be full em-
:ployment since you apparently disagree with the approachin this
bill.

Mr. .KOT:BEIZG. IP terms of the philosophic discussion that we're
havino about what full employment is, as I Said earlier, rnid I noticed
yon were disagreeing With me by yOur actions

Mr. HAwKixs. You read more intoMy actions than anyone else.
Mr.- NotBErtil: I' don't really believe every upper income. woman or

every upper income teenager in the rnited States deserves a guhr
anteed job. I don't believe, ydu believe that either "apd .I can't Unagine
that our society is ever going tO adopt that as full employment. So
we're going to stop somewhere short 9f that. I *snme. Now, where
are we going to stop? I ask you again how lon5,..should, someone. be
unemployed-before the Federal Government becomes the 'employer of

72-:l?F7G-7-11
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. .

last resort atever. other wOrds you use..? Js 'it 5 weeks, 10' Weeks,.
15 weeks? '' re-we:ping to. use A meitta test, an income .testi I .

don't lmow...
.

,. Mr. IlAwituts. Nfr. Icolberg, Irsou'ye g me. the questions. I'm ..
trying to gdpail'anSWer to my lust quéltio .and that is, you'r cora- .

mitMent tafulf employmett..Now, you cannot :. deny that in -Your
. statement you say we' have' a comMitment, Do .you agree with that
commitment/ Now, with which co itment do you agree? What isa
your definition 'of full employ' nt? Can you. be specific' as to..what .

you are talking about when u. say .you are committed to .full em,
ployment? I'M not asking you to disawe,with me. You can Criticize
H.R. 50 all you want, but I'm trying to find:out what it is that you

, arid ,tbe administration are corrufEtted to- in terms of, full empley- .

... anent? DoeS it mean so much'. Unemployment ? How 'Much amemploy-
mént.does:kOnean? Does. it, .meltn every. person .abie ahd Willing to
work? Does'it include or exeludi women who may desire. to .work,'

. but in your statement; aparetitly are not supposed to' :be. in 'the"
labor narket in the first instance? Just .what does it. intlUde? .YoU

, haye left us, I' think, ,with a great degree of confusi0 aS' to what it
'is that. this, klministration is 'committed to. ,. ,

Mr. koLutao. As a statement Of the goal of this society, Mr..Haw-. .

kins. I woula be willing tO stand with what -the Employment Act of
1946 says. It's the law of.the land and I think every administration
since its enactment has

. supported it.. I think every fair minded
Ameridan supports it and I' will be willing to. stand with that

- definition..
.. .

Mr. HAWKINS. You mean you.' believe it means maximum employ-
ment, production, ancLpurehaSing power, and that. the commitment
in thePull Einployment Act Of 1946'.

. : ... ... .

Ur. KOLBERG. I'd be willing toistand on the wordS in tho act.
Mr..1-LtWimrs. Let me use the words of the act. The act says, "We

are committed to a. program to provide.' useful employment at fair
ratO of compensation to 6very person able and. willing and seeking
employment.". Now, is that your agreement with the concept Of full
employment? Do you agree with that ?

Mr. KOLBERG. I am not sure if that is whatthe act says, but I'm in
agreement with that concept. ,

Mr. lEwKixs. Would that include women whom yot&e just elitni-
..

nated on the basis they marcoMe froM families with high. incomes?.
Would that not 'include those.whom you've just rejected a few min-.
utes ago? , .

.

Mr. 11COLuuto. At soma stage maybe our society may get-to the point
'where we C..an perform that,way..I don't believe it will get that far in .'.
4. years:'
..) Mr. HAwRiNs. Do 'you: think the program of the administration is
going to get us any 'place in the next '4 years as you've outlined on
page.4 of this statement? You say the program:will get us there in 4

, years.? You have tax incentivss, every one of the proposals has a tax .
incentive of some ldnd.and on.ly one is other than a tax incentive and

.that is important public works, which on 'page .18 of your statement
.you aCtually repudiate although on fiaga 4 you mentien public .works.
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.But on page 18. of the statement ton indicate.: "Although public
works programs produce tangible long-term benefits there are diffi-
Culties in usibg massive pnblic works programs as a countercyclical
strategy."

Mr. KOLBERG. We're really 4lking .11,!6re; Mr.' Hayikins, gibout.ac-
-celerated publie. works programs; the types we've tried.,in the Past,
not building.veterans hospitals and that sort of thing.

I assume from the bin, Mr:' Hawkins, that you and I would both
agree on the matters.discussed on page-4 of my statement, becauseniy
reading of the hilldeads me to conclude tIn4 your first priority tig is
ours, is creation of Vrivate sector jobs. Title 2 of the 'hill .is-:really
compensatory, te-makd up for the shortfall in private seCtor jobs and
so I hope you hope., as I hope, that thematters we talk about-on page
4 work and got .us to 3 -percent. We don't. think they will-get us there
in 4 years.`Apparently you dOn't think they.. will' in 'years' either:
But let us hope th tey, ,geots a long- ways'.doWn that road. becanse

,. think that, is the preferable, Aid. And that's the way I tvad.your bill
you're noteasting away tho free enterprise' at. all. That's. tw most
iniportant part.... -t

Mr. IlAwxt.s. That's thefirst time you've given..any ;indication 'YclIf
might have read the bill "--

Now, I ty.rree with you. on niany of those'propl'istk cOnfaMed on.. .

pap-O, 4 and-I think if you had read the yOu would- understand
that Wo. emphasize fiscal and .monetary policies. a§ a first . line of
attack: Yet, two-tlnrds Of your statement, is on public service iobs as
H.R..50 emphasizes public service jobs, and you hare just said:that
you:consider that akterminal prograM after haVing read H.D. 50, yet
you go into a question Of publie service jobs.

.

On page 13 you Say:- "A7final concern we have is.:that emphasis m.
the bill Is placed on creation of pablic sector job slots." Now, that iss
what, you'vesaid and yet..having. read the bill with its 'great emphasis
on- monetary and fiseal policy, sonie Of which you have outlined and
some of which -weagree Vtith.you as a 'first linept attaok, you would.
then .assume thast wliat We'ro talking about. is. public service. jobs.
Thtn, you go info a lengthy oration on why'that isn't going to work. .

That is why. t-queStion Whether'Or not you had really understood ;the
bill or Nut the parts of the bill together.'

Kwtto. I shonld have said this earlier, I suppose, 'to the
'counnitte*iembers.Tm the Adthinistyator of the Employment and
Training Administration and I'M before the committee-we usually
appear before.. I'm not an -ecOnomist. and,, therefore, my purpose this
morning was ..not to fly to .appear as an 'economist to discuss with
you the, monetary ain't fiscal. policies 'invph-ed with'yoUr bill. I thought'
the prink.ary reason your committee wanted to hear from me.was to
hear the lhoughtS' we had in the Department of Labor relating pri-
marily to. the cOMpensatoty programs -involved here. That's- what I
was trying to do and I apologize if, the statement, therefoi-ec. is .un-

.balanced, in ;vont-
1111-..HEWITT. I would point-out in supplement tq'that, that' the ad-

ministration, the Congressional Budget Office: and every other econo-t
mist that I can think of whopthas spoken 'On the matter, has indieated'i
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:that, acceleration in growth a GNP to the'extent to reach tatobjec-
ive

,

.of 3 percent. unemployment rate in 1 years would-entail inflation-
ary pressures that are unacceptableIf that is to' be done, if you are
to get the 3 cter-cent in 4-'years;othen'it would seem that 'the only, al-
ternative, sincekyou 'can't overheat the economy enough to g.et...thent
without, 'creating unacceptable inflation, is to use the options 'Yon
have suggested be developed under title 2. Again, the .principal one
,Again, it would seern, under whateYernaine it comes, would be public
service employment.

4

Mr. HAWKINS. You'Yt. brought upanother question and this is a..
long one. It apparently is the position of ,the administration when
you speak of overheatinpr the econorny, and I assume by that 'you
mean that putting people to work wonld be overheating the economy-
and 'would be inflationary. Is that the conclusion you have drawn?

Mr. IIEwlfr. It is very possible to take monetary and fiscal meas-
ures,4in pursuit of putting people back to.work that. would oYerheat
.the 'economy. If the growth iu the ecoOnv Is rea prudent pace-then
it -doesn't have-to result'in overheating; 1ut it. Will take longer than
the runouut of tinirthis bill enYisions.

Mr. HAWKIN's. What .is a prudent. pact.? How-Jong is the goal of
full employment as, proposed .by the. administration te. be -reached.
and what is your target for 1980 with respect to unemployment? Do
you have 'fitly specific target that does riot fall within the category of
overheating the ecOnomy? .Ts it your position that as a tradeoff of
jobs it's necessary to continue unemployment :at. high levels Until

.

1980 in order, tolight inflation? Do I understand that is what-you're
saying? . .

llEwrrr. I don't. believe so; to nw.knowledge the administra-
tion hasn't set goals for 1980 -so :I would not. be able:to. indicate to
yOu what they are. J'don't beliere.there is' a, direCt tradeoff between
unemployment and inflation. Thcy result, frOm operations
economy but they -are not direCtly, statisticaily related to eachipther-..
in a cause and effect manner. Putting unemploythent up.cloesn't'bring
inflation-down..We saw that before. : -

Mr. lawraNs. "What did you refer'#o when .you said overheating
the econoniy and that we might move too 'fast- toward .the achieve-
ment of full employMent?

Mr.IIEwrcr..11 is passible to generate through-monetary and fiScal
: .policy the Vursuit of a level of aggregate- demand" that would result

in inflatiou
Mr. IlAwkiNs..Let.ine..ask you about performance iinder this Ad-

ministration,for the: past .7 years. During fhis time we've had'two
recessions, and the last one 197.3-1974, eeitainly wasn't due to over7
heqing of the economy, in fact, just the Opposite. We haven't had
excessiYe aggregate demand as you suggest,..

Mr, Hr.wrr.r. On a worldwide basis, we have.
Mr. lawkrNs.Wages have lagged be.hind. T. want to. talk About...

present performante and see how you justify that And- how yoit-
plain the recesSion through Which we'vejust passed, the svond one

, durin this administration., for Whic.h the administration is -responsi-
ble. NOik.to whill,do,you..attribute that .poor performance Which. is
the worst .We hay,O had. since the great depression'.of. the. 1930S? It

.
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certainly wasn't due. to H.R. 50 and it ceytainly wasn't due to any
targeting, a full employment_target. How do you explain full per-
formance that we have gone through during the 7 years of this
administration?

Mr. IlEwrrr. I'm not prepaied to discuss ail .7years, but this last
recession was significantly °triggered by worldwide events that af-
fected energy prices and commodity prices, primarily foods, and had
severe repercussions in our economy.

MI%-liawkins. Was it due at all to excessivc interest costs?
Mr. HEwri-r. They were accothpanying it, certainly%
Mr. HAWKINS. Was it due at all to devaluation?
Mr: HEwrrr. I wouldn't think it was due to our devaluation, if you

mean devaluation of the dollar a couple years ago.
Mr. HAWKINS. It -was just simply due to two unfortunate circum-

stances in yOur opinion?
Mr. IIEwrrr. They had a major formative role ih tbe creation of

-the recession.
IlAwKiNs. Would continued high prices for energy, let's say

specifically for oil, as proposed by the Administration also be
inflationary?

Mr. I-IrAVrrr. One has to bevery concerned about the high Owes of
oil and its impact on the .eeonomy in terms of its prospdc,ts for
achieving maximum employment. Yes, sir.

Mr. HAWKINS. Would the pronounced Statement of the Adminis-
tration that they would veto the new proposals for antitrust legisla-
tion be significant in terms of inflation ?

Mr. HEwrr-r.- I'm afraid I can't addreK that.
Mr. HAWKINS. Mr. Chairman, I don't kmow how much is going to

be served because apparently we have a very different point of view
or approach. -

On page 8 of this statementlet me just spend 1 -Minute more if I
Mayon page 8 you speak ,of the unemployment rate of 3 percent -as
defined in this bill and you say we've only achieved that once since
1948. Now, let me ask you this, are you aware that unemployment
was reduced from 6.8 -percent in 1961 to 3.5 percent in .1969 and that
ih 1941 it was further reduced. to 1 percent which we achieved by
1944. In other instances, and I think it can be well documented his-
torically, we. have had remarkable success in reducing in relatively
short periods of time the unemployment rate to rather low percent.-
ages; that is,In and around 3 percent.

,Now in view of that, how. can you posgibly say it's unrealistic to
attempt, to do it during this Administration which has had 7 years to
do it and which, if reelected, will have 4 more years between ilow
and 1980: If you hre..not in agreement with SOTTle type of target, what
can we expect between now and 1980 in terms of economic growth, in

.

terms of production that would achieve something reasonahre:If not
3 percent, something in that neighborhood. In other. words, What.are
you proposing to (10 in lieu of II.R. 50 and what are your .targets?
Do you have any. goals other than simply forecasting what May hap-
penwithont trying lo cause it to happen, without formulating any
programs or policies,,Or-withont changing any policies to -make it
happen? What. do you propose to do betWeen now and 1980?
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Mr. KOLBERG. Mr, HaWkins, I have two comMents. Fir St of all, the
periods'of time of lowest unemployment that you *are relating affd
that.I T'elatecf in my testimony, in each ease are .wartime. The
tion whether we can attain the' 3 percent in a peacetime econority.

. You say ip can, but we haven't done it.
Second, '

Mr. HAWKINS. Then you're-saying we cannot. achievefidl employ-
ment?: Are you saying that .?

,
. 34. KOLBEIM,. Ftn looking at die same historical ,record you re.

lootting at and saying we haven't done it. e.xe,ept in a wartinTh econo-
nw.Trierefom, Iiitory must tell us somethitg, which is that it is v4t
difficult to :do and one has to ptish it pp:tty borrow a lot 'OT
money, and all the.othertliini4s one must do ilk, orderto push unem-
ployment down trill percent:As you saiil in4944 we put everybody to

ivork, all 'right. With 20 nnllion people in tile armeligorces that's not
'too hard to do.

Mr. Iinwrrr. We had serious inffitionary pressuresat ensued,
too.

Mr. HAWKINS. Ifow is it, that other industrialized natitlek can
achieve. 3'percent unemployment?

Mr. JIrwrrr. They cowit,their unemployment, differently.
Mr. HAWKINS. Yes, Put I'm counting comparably and we've .tr ad

several studies when we did that. A.s a matter of Tt yon did one
yourself and'converted their method of counting to our met hod and

e still arc under 3 percent. As a matter of fact, the, way they .count
we're talking about. 1,iind 2 percent. Well, are we to draw the con-

. elusion then ihat we can never achieve full employment; that it
Would be inflationary .or it, would have to be wartime and don't,
know when we're not at war.

Mr. Hawrrr. I)epending on how you define -the 3 percent unem-
ployment, it seems to me the objective of a competitively provided,
jobthat is to say, one provided by tlie. competitive labor market
including thie normal .public sectorfor everyone who seeks work is
a very good objeetive tor t he countty. toillave. To add on to that that
you are going to guarantee a subsidized public job to evey imlividu-
al, if you don't achieve that for every individual, I think is where
you run into a problem.

Mr. Ifmvxm-s.,.Again, you're, talking about public subsidized jol
and ignoring completely the use 8f fiscal and monetary .pulicies tint+
we've been.using which have been disgracefully incOrrect and you're
ignoring that altogether and corrcluding that the private. sector can-
not produce jobs.even when stimidated. That is the, only way that the
terminal public jobs that, we speak of would be costly. It would be
that there wonld be a complete. failure of Inir monetary and fiscal
policies; is that, not so ?

Mr. Timm. What we're ,suggesting is that ,eyon canliot reach* 3
percent unemployment in a brief period of time just with fiscal and
monetary policies.

.Mr. HAWKINS. Well, will you tell us what, rate Of nnemployment
can we reach in wird., time?

Mr. IIEwrrr. think that the, CongreSsional Budget (Ace sug-
gest ed that a rapid grow,th rate, that was reason.ably achievable with
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rice stability would get unemployment down. to 6 .or 61/2 percent by
t e end Of this decadeor figures along tha(line. That is, not a desir-
a le level of unemployment but it's what they have projected as the
m ximum aggregate fiscal and Monetary policy 6Duld achieve,

r. IInwRINs. Apparently? you haven't read their latest report in
win h they indicate that they have not, c:onsidered all the- methods
that\Could be itsed and which would be used .under II.lt. rio to reach
that bbjective and they; too, are talking ba;sically about public service
jobs. .

Mr. IIEwrrr. If you have recourse to public service jobs and you
"have to determine who. is entitled to public service jobs. This is
exactly the point, that Secretary IColberff was addressing earlier with
regard to potential members of the labecr force who could be induced
into seeking jobs in a very advantageous work setting, wages, and
sciforth.

Mr. IrAwEtrsts. If you disagree with .that, then I suppose it's true
we dratv the conclusiou that we should not encourage people to.work,
and we shouhl do everything as you have done to discourage them
and to keep them mit of the labor market and not even to count them
as even being in the, labor market.

M. IfEwirr. That certainly is not what we would suggest. at all.
What we would suggest is that is not appropriate to subsidize
public jobs for Mdividlials who have no need for them in t,erms of
their family composition and income and who would noi even be in

. the labor nmrket were it, not for the opportunity forsuch public jobs.,
Mr. HAWKINS. is it proper to encourage private industry or the

private sector to eimploy individuals through prope l. monetary and
fiscal policy withouLany limit?

Mr. IIEwirr. To the maximum employment that can be readied
Tithin a- reasonable price stability range; yes sir.

Mr. IIAwfuNs. Yob agree with that? .
. Mr. HEwrrr. Yes, sir.

Mr. I-InwniNs. Now; let us say you do that and you do all the other
things, the countereyelical aid, the youth employment, program and
the many other accelerated public works programs which apparently
you agree with, and let's say you get down to the point where all
these other efforts fail, would you at any time, as a terminal program,
or as a matter of last resort; use public serviee employment on that
basis?

.Mr. IfEwrrr. Not, tot idly unseleclively for any individual who de-
e1de.(1. they Wp.1.0, 11w9nployed that week a lid wanted to come and get
a public s.(r 'ice job. I think you have to have some 'Other eligibility
or entrySrileria related to their need.

Mr. -1fAwErro. What would you do for the individual then? Would
you offer welfare or what would you do?

Mr. 11'mm. If they were in a, position where, wel fam was their
only alleimative to income, then one would assume they would pass

n v set of el igibi fity crit eria, that might be 'established.
.S1r. IInwictNs. Let me read on page 6 of the statement, eIiie, Com-

mission for Manpower Policy" te which you owe some allegianee,
you're a member of IL

KM.ISEIto. Let me state again, Mr. llawkins, I owe no allegiance
to that. statement.
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Mr. HAwni Ns. Well. now -you're beginning to disagre,e with it.
Mr: KoLarao. It was never cleared with me anditivAvill make that

clear to the chairman.
Mr. ITAwKINs. 'I thought you said you generally supported it. inthat, it: didnot in any way suggest anything sympathetic toward H.R.

50 and that I had misread it. Now, when I begin to read to you whatthe statement says, you begin to say that you repudiate it or youdeny it.
.N1r. K4/1.11Ertb. I apologize. Mr. Hawkins; go ahead.

HAWKINs. There is no need ih my reading it, because youprobably disagree with it. Mr. Chairman, I think I've taken up morethan my time now.
Mr. DANIELS. The gentleman from Rhode Island, Mr. Bea41, 'doyou have,any questions?
Mr. BEAM). Yes, t liank you. Mr, Chairman.
I've been here almost a Year and a half in the Congress as a fresh-

man member and I come, from a State wgere we have tflmoF,4, 14 per-cent unemployment, the State of Rhode Isrand. All I *now is thatlooking at. the track- record over the last 10 years the administration's
contribution of trying to solve some of the tinemplOyment was theclosing of the Davisville, and Quonset Naval instalhaions. a completewipeout of 5,000 jobs and most recently a shifting of some of theregular forces and a lot of the eivilhin yobs down at Fort Devens,Mass. in the name of. as the minority Side would say, the programswe have for the private sector.

In the name of coexistellee with China we are now importing rawcloth and it's hurting the .textile industry, it's hurting people whowork_with cotton and aw eloth in the southern parts of the country.Multinational corpoiations that now create jobs overseas in Tqiwan,
have Ames made till Spain. ail sorts of products that you.see Ain theAmerican market that are just virtually wiping out (Ile Americanmarket in this country.

Now, that is the administnit ion's contribution and all in the, 1111111l.!Of trying to get this muntry haa to work. We don't have a recessioniii Rhode'Island; we have a. depresslcm. As a matter of fact, I wasreadiug an old newspaper somebody brought to my attention, around1941 or 1942. It reported amund 1 2 pereent unemployment in the ,State of Rhode Island. We 'have higher. mwmployment now, soRhode Island isn't, in a recession; it's in a depression. I'm talking
about my State. If we could come up to the national Unemployment
ratee it, would be a break.

Since I've come into the Congress, Democrats have talked aboutthe public service type, of program and also some-stimulation of theprivate sector. I've heard the Republican party andithe administra-tion talk about that big guy, help that big guy, make the tax breaks.
gerthe private sector working and everything will be fine, but that'snot, happening. Whatever programs Nixon and Ford have put intoplay, they haven't, worked because we have a hell of a lot of unem-ployment in Rhode Island. All I know is that the administration haspulled the rug on its in Rhode Island; has crippled Us in RhodeIsland and created the unemployment. has put, a drain on the tax-payers of Rhode Island with all the unemployment compensation.
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That's the track record and you can't say it's not there. Do you know
what 5',000 jobs is for the State of Rhode island that is 50 miles by
30. less than 1 million people? That's the administration's contribu-
tion to the so-called bringing this country back up on its feet again.

I'm all for peaceful coexistence with foreign countries_including
Communist China but when they have cloth, for example, imported
intOthode Island, you're putting people out of work:Sure. it's nice,
they can get it cheaper from China.. But all the tremendous imports
of shoes and all the products you.see on the markets from foreign
countries, you're wiping out the merican worker.

I think there has to be a In we. We-need public service jobs and
I think the President should realize, that. Talk to the guy on the
street..not the bureaucrats. Talk to the guy on the street and he will
tell you what is needed.

I've been on all sides-of this ball game. I've been unemployed. Two
years ago I. swung a paint brush for a living and now rill in the
*Congress. I'm talking for the itverage guy. and I'm telling you what
you people aren't listening to. I'm telling you right now whatever
you've done over the last 10 years hasn't worked.aml you've created a.
depression in Rhode Island; 500,000 jobs went down the chute and a
lot of Democrats and Republicans voted against it, they Voted against
overriding the President's veto.. The President's track record is de-
plorable, let's face it, the way it is. What you have done so far hasn't
worked, so let's try something different and that's really about the
size of it.

I'm disgusted at the htst 1.1Z) years listening to big business. The
Republican philosophy is to 'help. big business to get this country
moving again and it has only crippled Rhode Island. How in the hdl
are ,you going to have low unemployment in a region like Rhode
Islarul arid New England when the President orders these military
bases to be pulled out? You're, adding to the .unemployment, you're
adding to the burden of our State. and that is really what it aniounts
to.

What's your answer on that one?'
Mr. KOLBERG. A very goOd spee,(th, Mr. Beard.
Mr. BEAICD. It's not a speech, it's a fact. You come to Rhode Island

and you talk to those people and they will tell you the same thing.
The facts speak for-themselves; 5.000 jobs gone, almost 14 percent
unemployment and you tell me; wlwther that, is a'recession or depres-
sion figure.

Mr. DANIELS. Is there anything further, Mr. Beard?
Mr. BEARD. No. I yield back the balaiwe of my time.
Mr. DANTELS. ME. Secretary, you've given several reasons why

you're opposed to II.R. O. anumg which is that vOion 205 of this
bill duplicates programs- already rulministered iç the Department.
Now, if you're not in favor of this section; Should we give up .on the
question of resolving high unemployment for our youth? What does
the administration propoki to do about it? We, have over 20 percent
of our youlig people unemployed and over 35 penieut of our minority
young people,are unemployed.

You state in your statement OD page 19 that t ithi T of CETA serves.
approximately CO percent of our youth, and wider title III opCETA,
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the'Department is responsible for providing a variety of prograMS to
serve young people. Are we adequately taking care of these young
people today ander the. CETA prooTams presently in existence?

KoLarato. The first part o(my answer would be to note the
major conunitment on the part, of .the Congress under CETA. toward
young people. Sixty percent. really amounts to 60 percent of about,
$1.6 billion. So, in other words, the bnlk of title I of CETA goes to
programs run by state and local prime sponsors for young people'16
to 91. That does not include- half a billion dollars for summer youth
employment and certainlY doesn't inclnde funds for the Job 'Corps
which is about $17.5 nihilion now., So one can easily get a figure of
o',,$1.Ji billion out of CETI devoted to this age category..

Now the next part of your question is whether that is enough.?
Well, it's a sizable:commitment. Certainly thm continues to be high
youth unemployment. There. isn't any question abont that. I think
we'll see the local prime sponsors doing a, better job of weaving these
programs together, but that probably still won't cure all the prob-
lems. The problems really relate to an endemic, problem in'our society
of transition of school to work, which we all have talked about a
great deal before. That is, how are we going to do a better job in the
schools -of our society -in gatitig people ready to move honi those
schools either into higher education but, more importantly into the
work place. WO haven't done as good a job as we should.

Mr. DANIELS. What program is the administration advocating to
pick up that gap?

Mr. HEwrrr: Mr. Chairman, I think the. administration \VOA'
,t,r1TP, that the problem is serious and they are looking for ways to

deal with it. I assume. althongh it hasn't been articulated in quite
this fashion, they would Ray the programs we have, have not been
demonstrated to be so perfect that we're willing to put, all that much
more money into them. But we don't know what. else. to do at this
point, in time. We are working on a few experiinental things under
tilt leadership of the Department of Labor to try to develop some
ways of making this school to ork process more successful than it
produees now for most people. But we don't have-any panaeea, at, any
price, to put on the table for that problem and we don't see it in the
HU. All'it does it tell the, administration to come up with a program.
If we knew what I he program was and how .it would work, Phi sure
we would be in there with it. now.

Mr. DANim.s.'Does the administration have a comprehensiVe em-
ployment policy to taice care. of this unusual and unpreeedented level
of unemployment:from whhh we have been suffecmg for the plist
several years other than giving tax incentives to large corporations?

Mr. kouwito. Apparently, Mr. Chairmim, 900,000 jobs for youth
this summer is something one discounts just, like that. It's nothin...
would say -that already this is a major commitment on the, part7 of'
the Amerman' people toward taking car'e of the prhblent ofyouth
unemployment. Now maybe it doeSn't go as far as maybe, you or
would like, to go, butt let me say t lint if there were some."silver
let" solutions to easing the tninsition frog' F'01001 to work, of Cutting
the nnemployment rate for kids 16 to 19, then we don't know what
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they. are. We already haO$ a major ,comniitment out there. Prime
sponsors are spending a great amou4 of money on trying to discoVer
ways that work in. their Communito get at this problem and we
continue each year to. increase the resOurces to address this particular
problem. ... . . .

.

'Mr. DANIELS. The Department of Labor maintains recprds on un-
employment in detail. Can you tell the cbmmittee exactly how many
unemplOyed yonths we have in America on an all year round basis? .

Mr..IIE Tr. This is a seasonally adjusted figUre. Ori, a seasonally
adjuste i s in March of 1976, unemployed, of both :sexes, age 16

--to 19 t ,-4'i 1.7 million
Mr. DANIELS. The Secretary in-his testimony mentioned that pres-

ent. youth programs take caye of youths during.the sumMer months
to the tune of 900.000. Now, what. about the difference? -

Mr. KOLhERG. Those are public jobs, that P00,000. That doesn't
count jobs proVided by private industry at all. Those are just the
public jobs.

, .

Mr. DANIELS. How much of the differential doe§ private industry
pick up?'

Mr. IIEWrrr. NAB has a goal .for 200,000 jobs.:They overstibscribed
, Them last sUminer. They expect to well overshoot. that this coming

smfimer. There are .a lot of summer job programs, for kids in.-the
private

'
.sector which add.'substantially to employment of young

-people in the sumniertirne. e

" Mr. A:cms. Hopefully the priyate seetor -will take' care of these.4,
.. unemployed youths during tlie red, of the year, .but the summer youth

pieigram only takes care of these:kids for a period of ;,. months.
.. Arter dud :.3,,month period of time expires, what haPpens ?

Mr..11uwrrr. The kids 0-o back to school, they ..are not employed.
M''. DANIELS. 1-low abOut those kids that don't go to school, that

don't further their education, should we give some considertdion to
theni?. . , . . ..

.

Mr..11imrri. Yes we're spendinff over q.billion a year through-
CETA.forthose kids that .are basicrdly in, the labor market full tiMe

. They typically .have ve.tr :slieit,:-..:3 ells..of flemployment. TIVI:p

-Work .experienq., skilieWtif4Flii."' prcignirp* and orr..4110.job titini
doMinant. enrollees in thisUiyr.4.9,... ,togram',arkin pikbl,ic. jobs called.

progranis. This is the bidlt Of.,tW.tutrollment,..,undq tit* I by..bE').
.. prime sp4sors. , ,. .

.;

. .Mr.. DAM-MS...As I see it, all 'thesec!plograms Am meritorious
,.. they .doWt 'go -.far enough..'We jiye hot:taking cryro of ..the need and

urgepey of prOviding jobs tO tie, oiler yoittlisof oiir,fohntry: :

Mr. IIwrrr. -GOtainly. youth uneVlOyment cOntinues to,. be a
sigriticant.bli.,0. Them, isn't -ally 'questiNi ' abOut hat: The num-

, ., .... , .,.. ,

12."'s slwak'N'IliernSelves. ,... ''....,.,,, , ,., ... .- ,..., ..- ... ,, .
1 , .

'1 ,

: C .1A11. . DAN Oii,s.. 011Awhalt of.thei.comnlitte4-1. 'want th thank pu
itilkir. Secretary Mr. Kalb40- and. Mr. H.Nwitt foe yow cOhrtes to 19y c , y

andt4gain T. repeat Pni Sorg JOY the Updue. delay.
Our next witneSs is :MY. .TOoh Claymn r,i,; secteta ry4 rgasurer in

lie Industrial tidon DePartmeitt, AP,21".,-PIc). Mi... Clastnan, 1",::.y.n-
.1# etlitn.iid 'you are .accOMpatlied by Mr..;Rutiarcl Pyosteni research

ire for? ' . .
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Mr. CLA ymAN. That is. right, sir. Mr. Chairman and Congressman
Hawkins, I think. I will dispense with the reading of my statement
and perhaps save_ some time:

Mr. DANIEr.s. With unanimous consent the statement of Mr. Clay-
man will be incorporated into the'record at this point in full..

. [Doctiment referred to follows:]
. .... .

PREPARED STATEMENT OF JACOD CLAYMAN, SEeRETARY-TREASCRER,
1 INDUSTRIAL UNION DEPARTMENT, AFL-CIO

. .Mr. Chairman, we thank you for the invitation to testify today with regardto the Full Employment .and Balanced Growth Act of 19761 II.R. 50. ;I knowthat you ,and the members of the Committee are already aware of the AFL-CIO's sapport for the. Humphrey-Hawkins hill, but with your indolgenee Iwould like to discuss with you some otthe reasons that we feelits passage isso important. '''
.

The unemployment rate in this cOuntry is tragically high..The announcement,last Friday. of a drop hi the "official" unemployment rate to 7.5 percent, makesthe passage of this legislation no less imperative. A few months of marginally
w)4.51 news on the employment front is.110 reliT4on to hold-off legislation whichwould enable the government to, plan a healthy economic future for our. citizens. . .

It seems.most appropriate that we plan our way out of this crisis, since muchof our current unemployment was planned. It was planned by a callouS admin-
istration that decided it was the way t9 whip inflation. Someplace, somehow,
this country had foisted upon it the idea that government planning in sociallysignificant areas was .somehow un-Amerlean. But planning should not. bethought of as a .bad word. Big business plans product, sales, and distrilmtion,.
strategiesfrequently, years in advance. Planning for the welfare of our citi-zens must not- continue ho occupy the position of an alien ideology in our so-ciety: The Ilumphrey-Ilawkins bill. represents a .very significant move towardprogressive social planning.-

.I do not like to .use metaphors involving war. But wehave no choice otherthan to declare n war on an epidemic of unemplOymentone which- is sapping .our nation's ability to maintain the living Standards of its citizens and Rs posi-btion in.the world at large.
.

.Our haphazard approach to national economic health leaves. ns -looking likeeconomic Neanderthals. ,Other economies, including those of West Germnny
and Seteden, have .urannged to weather periods of -economic difficulty in far
better c'!ondition than we have. Our government, besleged by nnemployment, hasdone little to alleviate the condithin find has in fnany ways exacerbated it. Forexample, many of our major corporations receive what nre. in effect, govern-
ment. subsidies to export advanced technolPgy and investment capital and inthe process Nye have lost one to twormillion badly needed jobs.

The dollar costs of unemployment are staggering. and the social costs, whilehard to estimate in monetary tetzuS, are overwhelming. Based . on current
figures. each one percent of the labor force that is unemployed results in the
government-losing some 14 billion dollars, in revenues, but that is just the be-
ginning. Government expenses inerease rapidly daring periods of unemployinent
and, depending on who you listen-to. the government dispenses anywhere fromtwo to six billion dollars in transfer..payments for each one percent of the labor
force that Is unemployed. Yet the .administration tells -us that we need notworry : their plans for the economy forecast unemployment at 7.2 percent in1977, 6.5 pereentin 1978, 5.8 percen in 1979, and .5.1 percent in 1980. We feel
thnt any unemployment in excess pereknt a year is unconscionable and
economVally destructive. To its. c t, the ;Humphrey-Hawkins bill would,bring ns to the 'd percent level by 1980. ... : . .

If the estimates of H.R. 50's costs--35 to 40 billion dollars per yenrare cor-
rect. we would be getting a -vkf good deal. If the government loses 14-htilirfrrdollars in revenue for each pne percent of unemployment. a four-percent reduc-
tion ln unemploymeniwould save us more than enough to pay for this bill. But
the savings would. in fact, be even greater.

. .
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The Offlee of Income Security Policy, Offlce of the Assistant Secretary of
Planning and Evalmrt ion, Department of ,Ilealth, Educati-eir and Welfare. pre-
yared a study in mid-1975, which attempted to estimate the cyclical heluiVior
of major transfer Programs.. While smile aspects of their models Were not:quite
on the mark, and some of their extxmditure predictions were a bit large, the
study neverthek.ss reflects a substantial attempt to provide a basis for decision-
making in On economic situation such as tbeoue we are currently faced with.

While it would be unfair to s.nggest there is a simple, .straightline- relation--
ship. their work does suggest that eneh additional one percent of unemployment
brings on six to nine billion dollars in trpisfer program payments. We have- .

extractei some of their wibri; as it relates to six programs (.see..Tablc I) and'
cannot laAp but notice that a tremendous financial burden will 'be faced by the
taxpayers for as long as massive tinemploythent is with us. -

As you:can see from ,Table I, the study set dp twd regimes for each quarterIn 1975 and 1976. The "predicted- costs (based on, an apparently oveirly pessi-
mistic (conometric model) are contrasted with probalee expenditures in :-the
same categories if we were at -a five percent unempioyment level"no rece$-
sion- in the terminology of the study. (We have not included in this resume of.
the ISP. technical paper the 1.6 billion dollars ,per year that they, estiniated
would be ('xpended for public service employment programs.)

According to the ISP ealculatiqns, if unemployment in the- last quarter of
1976 is at 7.5 percent. these titx programs alone Could cost 20 to 26 billion (loilars
per year more than if we were at a 5 percent unemployment level. Just ithagine
the ndditional- savings if we were able:to get down to the 3 percent unemploy-
ment level contemplated by the Ilumphrey-Hawkins hilt.

As"John L. Palmer, senior felloW,at-the Brookings Institute recently neted :

"Actual fe(Pral expenditureshre expected to be in the order of 23 percent of
GNP for 1976. up from a level of 20.5 percent in 1970. But this recent.increlNe
neither reflects nor necessarily portends.an upward trend in this ,figure. The

' reason is that (he current recession has the dual effect of temporarily raising
federal expenditures above, and lowering GNP below their respective longer run
growth paths. If the economy were Operating at the full-employmkt level of.
5 percent, federal expenditure would he about 20 percent of GNP. Outlays in
major income security programs (such as unemployment insurance. food stamps.

. AFDC. and Medicaid) are very sensitive io the aggregate unemployment rate.
Thus, they'will he over $20 billion higher in 1976 than they would be ifkunem-
ployment had reMained at the 5_ per gut level of 1973. Similarly, eStimates ofGNP are 011 the order of $150 billio loss than it would be if .we were at this
same level of more full.employment, s the . economy moves out of the recession
these temporary effects on GNP an( cderai expenditures will be reversed and
the ratio of federal expenditures to GNP will,,decline."

II not only makes sense to save these dolinrsit is suicidal to do otherwise.
I mentioned earlier, that unemployment has many societal Costs thaCappear

to be beyond quantification-, at least at the present time. For example, it will be
a number of years before we can determine with certainty the effects of the
recession on the earnings patterns of minorities and find out whether or not the
recession has interfered with what had 'been a- gradual narrowing of the earn.:
Ings differentials between whites and non-whites, but tv&suspect that sustained
uncIIIPbtyment has not been a source of social justice.

There is substantial evidence that serious Medical problems occur more fre-
'. quently. during periods of unemployment than during periods when people -are

working, as indicated III testimony delivered by Dr. M. Harvey Brenner of
Johns Hopkins University to the Joint Economic Committee. The Committee
synopsis of Ids findings !motes that :

".. . trends in national economic indicators have a profound influence on the
state of mental and physical health of the general population, as .well as on
aggression and other criminal behaviors. 'These basic relationships. were dis-
-covered during the past three years nt The Johns Hopkins University,' and
varlier'at Yale University, by Brenner andhis associates. In general, the na-
tional rate of unemployment, adverse changes in per Capita persorfal Income,
and the animal rate of Inflation .(in that order) have the most serious effects
on national levels of health and well-being.

"In tills' testimony. some of the effects or adverse changes in the economy
were presented. Examples of these effects related to mental disorders, suicide,
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homicide, heart and other vascular diseases, alcoholism, and infant and mater-nal di:,orderi--:."
Along the same lines is the work of Drs. Sidney Cobb and Stanislav V. Kasl,in thyit May, 1971 paper: "Sonic Medical Aspects of Unemployment," They sug-gest substantial medical problems relating to job losses which coincide quite

.closely with those reported by Brenner and Ids colleagues.It is not likely that anyone clv pin dmvu i ii addithmal costs brought on bythese cyclically-related imreases in physical and mental disorders, suicide.
homichle and the like. The loss byja family (.if a wage earlier is both.tragic and 6expensive. There are an 'endless -Variety of estimates of the potential earn ingAof those Nv I so (lie prematurely., but .no matter whk figure we apply, I am more.c(meerited about the disruption and economic hardship to the surviving fatuity.t t inevitably follow's Such an Occurrence,

The New .Yort; Tinws of February 27, 1976, carried a piece offering additionaleviden-c of the relationship 11(4 ween medical probhmis and economic hard times.It slig....ted that beitif government and private industry are experiencing sub-stantial cost increase's as the nunther of citizens who are classified nsnently disabled anq are receiving disability benefits is increasing rapidly.Clearly this increase. inchules imlividuals who were previously ill or disabledbut just didn't. bother to .seek treatment or claim benefits.when they were fullyemployed. Some would suggest that this situation!sibmId be used to. discountall increases in claims that occur cyclically. We do not and cannot accept thatposi:ion. Unemployment causes bad health and death. We eagerly await thetirst manslanghter indictment of those whip create or perpetuate. unemph)yment.Nor are .we able to qpantify the cost of the skill losses experienced- by work-ing people. As you'are aware, many of them-Land our mendwrs in particularhave fi nely honed shills which caumd. be maintained during periods when theycannot The practised. Ilow much does the waste of these skills cost us during am'essien aml how Imich more will ,it cost to reinstate them when and if theecciudny lakes a positive 'swing? The same argunient can be made about pri el ac-tivity 'in general. Idle plant capacity tends to htwer productivitythe produc-tive Valim of our investments in industrial facilities can only be realized withmaximum nifization.
.In modern My 'America, most people mnst define their lives in terms of theirwork. tbily the very rich really have an OPrion to not work. While it may hedifficult roc tho:,e of us who are presently employed to fully appreciate the.plight of the unemployed, it is important to note what pitilessness does to tlichuman spirit. People withont jobs are cast into a netherland where they have

little IMpe and quiekly lose their- dignity and selr-pride. Opportunities for
vidual'entreprenenrship that once MaY have existed are no longer avall9ble totbe bulk of .Americans. The overwhelming majority of onr Ambition .0,1* relVon others for their employment. The evolution of our- society has created thissituation..We must fashion measures which respect that reality.

In 1069, lineployment in this country was 3.3.percent 6f the work force orabout .2.7 million people. Today it. Is 7.5 percent on an official' basis and unofil-eial estimates-Would raise that number by another few percent. We are talkingabout a minimum'of 7 million unemploycd,Americans Who are_actively lbokingfor \vork.
We look to MR. 50 as a means of alleviating this situation:
1. It would make the providing of jobs at decent wages to all who are willingand aide to work .a national.policy. The only persons.vvilling and able to A'orkthat would be unemployed Would be those whose unetnpleyment was temporarya such as entrants into the labot' force,.people who were.changing jobs, or thoseemployed in seasonal Industries.
.2. It requires that each year, the President submit a full employment-policy

and program that would bring forth the plans, objectives and goals necessary,to meetthe country's economic and soda needs.
3, It requires coordination of the vi ions policy-making groups, finch as thePresident, and the Various executive genet and the CongreSs. It requires thecoordination of fiscal end monetary olici 5 an for the first timtt requires theFederal_Reserve -Board to enunciate Ind programS and jpstify themin terms of the tinier economic programs I tog proposed by the 'executive andlegislative branches.. .
4, It provides Congress with a much stronger voice in revieWing and actingupon the President's economic plans and policies.
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5: It es t a b shes a citizens' Consultative body comprised of major groups in
the economy to help channel advice and experience into on-going economic
policy considerations.

G. It prOvides goal of good jobs at adequate levels of pay. To the extent that
the economy's regular channels of private and public employment fail to achieve
that goal, the government.is to.crente a public employment program to provide
those additional-jobs needed to lower the unemployment rate to a maximum of
.three percent.

7. It establishes the priority of full employment as an economic goal: to be
fostered along with the other eeonomic goals that our country pursues. L; would
relieve workers from having to bear unfair proportions of the diktocations
caused by the fluctuation of economic forces.

We are convinced that this legislation Would allow our economy to Operate
more smoothly and bring the long sought goal of 'full employment mut-h eloses
to reality. We think it provides retisonable and workable mechanisms to create
the economic stability that we, all seek.

Year and quarter

1975

L Prediction
I. tlo recession.
II. Prediction
IL. No -recession

_III. Prediction_ _ _ ._

III, No recession
IV..Prediction
IV. No'recession

1976

I. Prediction _ . ____-__

I. No recession
II. Prediction
I I. No recession
Il I. Prediction__ ____ __ .

' III. No recession
IV. Predic1ion
IV. No recession

.

TABLE I

Iln billions of dollars per OM

Unem- Cost of
ployment AFDC- Food General Medi- these six

rato AFDC UF stamps assistance caid 1 U.I.1 programs
- '

g. 7 $9.229 411571, $5.015 $1.161 112.372 $22,964 $51.313
5.,0 8.143 .365 4.040 . .905 11. 540 7.912 32. 905
9. 2 10.494 .750 5. 280 1.379 12,892 26.836 . 57:631
5.0 8, 303 .385 4.172 . 879 11.612 6.112. .0.31.463
9. 1 IL 310 .675 5. 508 , 1.546 - ? 13. 268 - 25.136 .. et 443
.5. 0 8.407 . 326 4.360 .8s6 11.540 4. 756: :, )285
8.9 12. 073 .738 5.490 1.659 ' 13. 708 24.2601.- .,;57. 918
5:0 8. 545 .320 4.360 .959 11. 556 4.403 ; 30.148

-
8. 6 12.967 .907 5. 672 1.660 14,268 29.434 64.95
5.0 8.683 .386 4.552 . 976 11.724 8.248 34.569
8.2 13. 633' .961 5.616 1. 542 14.7218 23.456 59, 956
5. 0 8.812 .401 445 11. 856 6.320 32.886
7. 9 ._, 13. 927 .746 5:572 1.496 , 15.080 18.920 55.741
5. 0 8. 887 ..33g -4.452 .963 11.964 4.992 31. 590
7. 5 24.211 ;.,742 5. 516 1.523 15.468 20.632 58.092
5. 0 8.996 --., .312 -4.452 1.029 12. 128 4.904 31.821'

. k .

1 HEW study used,thilions per quarter. For comparability we have multiPlIed quarterly figures by 4.

DANIELS. You may proceed' to summarize your Statement.

STATEMENT OF JACOB CLAYMAN, SECRETARY-TREASURER, INDUS-
TRIAL UNION 'DEPARTMENT, AFL-6I0, ACCOMPANIED BY
RICHARD PROSTEN, RESEARCH DIRECTOR

Mr. CLAYMAN. I was fascinated with the discussion this morning.
I was impressed with the directness of Congressman Beard's obser-
vation When he said' whatever the administration has been doing in
these past . years it apparently hasn't worked .and that has to be
'pretty obvious to' all of us. If we look at it mathematically and not
9therwise that has to be pretty obvious. The official rate of unemploy-

', ment as everyone now knows is 7.5 percent as of Mareh;,The real sta-
tistics are far beyond that. ,

In the AFL-CIO we've been saying that the actual unemployment
rate is now 10.3 percent, about 9.7 million persons unemployed, and
the official unemploymOnieligure is not consonant mith reality. The
Goverent statisticians de -not count, for example, what everybody

'

Cott
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now reCognizes to be ti, fact ; namely, a mij.lion Or perhaps more than
.a million workers who areno longer see ng work and, therefore, are
cOnsidered lost soulsas far as the ofliqdl conntS are concerned. They
don't consider the partially employe4 or the partially unemployed
nd if .you consider the iinemployel among both youth and theminorities, the figuret get horrendous and I 'wOn't burden yoa with.

tho'se tignres. You know them.
Just, the other day we discovered that in the building trades,lin-

employment in. March rose from 15.5 percent to 16 perceat and 'for
the building-trades this truly is depression. Sixteen perdent reachesin ninny areas the level,of nneMployment that we had during the so-called. Great Depression. Well, there are the figures ti:-; .of the ..moment,.

. . .But What makes it more distressing for all of us i what the.-economists for the administration have.come up with in the Way ofa set of figures forthe future. In 1970 they expect uneMployment to
average Ma at,7.0.pe1ce11t..in 1977 at 7_1 percent, 1978 at 6.5 percent,1979 at 5.9. percent'and 1980 at-5.1 percent. ,

.Ecimentists for the Department of Labor observed this morning,surprisingly to me, because it's 'a new figure, that at the end of the
decade unemploywnt will be 6.5 percent. Well, we're beingconserva-tive, we've taken one -of . the original observations of the administra-'tion's economistS and have come up -with 5.1 percent and in 1980
and that means if eVerythinggoeS right, if everything goes well, that ..in 5 years frOm now we will-reach a figfire, an uneMployment figure-of 5.1 percent or'4.800.000'unemployed. I den't want to go into whatthis means to the. qiirit of the American people to contemplate thatover a period of 5 years we .will still have high unemployment. ThiS.means there are those, who apparently will join.forever the great massof the unemployed if we do no more than we've been doing so. far.Mr. DANIELS. Mr. Clayman, 'may Linternipt yoil at that point?Wouldn't that figure be considerably higheN -when you stOp to-real-ize the labor force is expanding as was indicatOd to us 'this morningby SecretarY of Labor Icolberg,with the. influX of women into thework'epyironnlent ? .Mr. CLAYMAN. 'I believe 'so, plusyou muSt take into account that. that. figure of 5.1 in 5 years assimiing,it to be. cerrect is an officialfigure. The real,figare will be Utterly different as the real figure nowis utterly different, from the so-called official figure. And so wq canlook forward if We simply accept tbe analysis of the admimstra- -tions' economists, to mournful days, celanclioly days for American 'society. , .

. .

I had planned .to 'go into some discussion of the reasons ,Why we
Ise.,

are in'the recession 'we are'in but I think Ill not permit my. lfpleasure hecau,se you have, a time problem, excent fo say .that whave planned unemployment. Thatis a sad commeniary.'We,started
ouit in the early seventies'and 1909 to dampen the. fuel, the, fires' arecession and. our then ecpnOmists wlm represvuted some thinking ofthe past. and the conventional Wisdom was that.if we had une,mploy7
merit si,e.woult10.1,0*.e the bitsinesS of inflation. Well, we mow dis--cover that that A 4ln:11:4c:wk. -We had both inflation and 'nnemplov-
ment.;..Secolut: aikCili ,ka.i 'this ve11;V 'quickly, the Problem needs more,. ..
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observation, more discussion. We have..no sense of 'planning in our
country. It's an evil wOrd and in my time has been considered an
evil word, particularly if it were done by government. Planning by
Corporations is entirely soUnd ns it should be. Any corporation in
America of any size that's worth, its weight Plans exactly. as it can
forthe short time andloe the long run. It's the essence of wisdom;.it's
the essence of stability; hut governmentally we've 'never seriously

. tackled' the issue. I: remember a couple of 'Months ago, maybe 4
I. menths ago the equivalent of the: Secretary of Labor from Sweden

came into our 'building and some .of .us had a chance to chat with him
and he made this observation: lksaid if unemployment ever reaches .

2' percent in his.eountry, he wouldhe without a. Job,meaning he would
'be fired and some of us 'asked him how..he did-it and he said, "We
plan , for it." No* obvioUsly there are great differences between

'.Sweclen andithe United:States. Theirs is a relatively, small' country,.
oUrs is a ninch mere coMplex country and oWionsly there are some .
seriops differenc4 but they "plan for it:"

W4en, .for examp°10, unemployment' readies a certain level, let's
say i. percent or 1.3. percent, therhave a whole laundry list of:pro-

-grams to put automatie,ally into actiOn and so they do it by careful
;management, by careful planning. .

All eight, now let nic get quickly-L--well there is one item I alwaYs
talk about no matter wlutt.the formh and yon will forgiye me for
hientioning it here but *mild youle 'startled. if I told you that oue
reSearch indicate,s that permanently we'velost .1,400,000.jobs-because
of the ac.tions of American..multinat.iomtl .corporations? 'Would .it
disturbrou and shock you if I said,this was'done in our time, shice
1960 with Our exportation of technology, with our exportation of
capital and,ultimately, as I sai$;, with our exportation of jobs, nnd
these..are little noticed in any of the proceedings in Covgress,...little
noticed in any ef our proceedings in our country? We are in the
process..now of developing a 'Study which we will ultimntely submit
to every person in CongresS, of course, which will show; I think,.
.based. on the statisiics that are now available, there has heen, a.
-perinanent loss of- 1,400,000 jobs and this,-of .course; is One oi.the
probleths. .- .

Now, J want to spend whatever tithe I. have left talking about the '
costs..of unemployment, more 'specifically than- has beendone.hereto-
fore. We took n look at a Study done by the Office of..Incothe Security

.

Policy of the office of theAssistant Secretary of Planning and Edu-
'Cation bf HEW. Thjs study was done in mid-1975.. They, took only
siX atems; they tookunemployment .compensation.'food Stamps, wel-
fare, medicaid, aid for dependent children. aid for dependent.
:drew with' Unemployed fathers. and noW theY -cattle 'up with these .

figures.- just the inerease of unemployment from..5. percent. 401/2
..pereent,----21/2. They didn't go doWn to .3, they just took those-figures,
5 to 71/. and they came up with this conclusion and somewhere .1
have ?crime statikies. jotfed. They said those six progmms. would cost
$58400 million if the unemployment was'at, 71/2 percept,. If. the An-
emploYment was 5 percent, it, would 'cost $31,800 million meaning.

4iiat, the difference, between 71/2 percent unenibloYment and 5:pereent
*as $.3 billion and those are only the six programs I talked abouto
itrideethe ihrisdiction Of HEW.

72-531-L16---L>172,
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Now that Means that roughly a, cost of abou4$10 billion for eyery
1 percent ot unernployment justin these six programS.

In. our. testimony we were extraordinarily cautious. We. allowed.-
, :for marginal error, ve allowed for inflation and even allowing ,flif

those WQ came' to. the conclusion. that it cost anywhere from .$6 bil-
:';.lion to $9 billion per 1 percent of unemployment based on pnly those
.Aic items:. If .you..want. to add -.soine other items you can quantify, . ,. ,thein. ..., .. i .., . :

. .,.
.. Mr. DANIIMS. MI'. 'Claymari;41i-e, bells have rung for the sec6nd
time indicating there .L.s-a .;ote taking place on the floor at the present
time. so .I. rc.&et.. to say the committee will haVe. to recess for a few.
nnputes bulAve'll he back. I assure you vary promptly.

,(Whereupon,a. recess was taken.) ,.. . .Mr. DA-xiEr..s .Please come to order; You may .proceed; Mr.
.man. .

Clay-
.. . ..

Mr. CLA"i(MA.N. Thank ';,..bii,. Mr. Chairman. I' want, tO .make the
quick point to tie together l'Olat I had been 'saying pridr to the-'ad.1

...journment, temporary adjournment,.that when we talk .. about ta loss
of $16.,billien -in revenne for every 1 percent increase jn unemplOy-.,
ment we, are deoidedry off the-Mark. it seems to- be held by every7
body that the loss of revenue. is $14 billion.' per .1 percent of run-. 7

einployrilent.: An exfra. $2 'billion . is added ..t.o doyer, all iAlieSe .ifbins
I've talked about and:the fact is HEW itself has cOlpe up With that '...

:-..statistic. KeeP in 'mind that 1-IEW,-, of couf.se, , does n8t talk about .a variOy ofother,things.It tleesn't talk about lost.produdion. Leon..'KeySeiling has obterired,-Manyjands..that the loss -in production is
.about $200 .billiOn- .a, year. -And-I haVen't talked about the psychic
loss at. all 1 haven't talked at all. about -the' ravagin 0. , of 'human. per- .

.sonality,1iost,....pride ',and dignity and alLtlie rest trutt nortnally .we.shOvel otr very :quiCkly. With a couple oLsentences. But if .any,body.:
at all knows apything about urierriployed, people, they, have to real.-
.ite that something is liapening to. the American character and per,Sonality.by .the continued unemployment-that-we have in nur raidst.

And ,..so if cosi is un..item ,and. I suspect that. is 'the ftem that is
most.COnsistently raisedby those who oppose thentrwki.nkrIfinnphrey

.'bill, We've got to .Coisider what unemployment. itself has Cost; I know
that Senator Hubert.11umphrey has .been u§ing the-..figUre of $35
billion to $40 billidn a year to create full employment which appar-,,'. ently now is 'defined 'as 3 perdent.and irhis statistic is correct anal'... cannot tellvou if .it,is or isn't :COrrect,- hut ..if his statistic isf Corrept4
we're spending many: times.m.ore thanAhat figure on taking -care of

, . . .unemployment in our midst. . . .
And so, members ot the committee, We ars here to.testify:and.add

.what little -weight we can to the support of the.Hawldnst.Hurriphrey
bill. In -.our-judgment it is the beginning:of good th,ings:to come if.. it becornes the'law of the land...Wa setit Olitevino. 3 percent imem-t.2ployment ih-4 years. We sea the mung of a serious planning and

'I specifi ...planning in-Arne:Heir...to ..b-ti 'economy 'on..a reasonably

'II .l.Mi.. Chiitman.is .,the Su tetal Of my brie4U,stIpPlem.ent te

.:even k I.. . -. % ',' , . . .

our. f9;1110-tesiimdny:
,
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Mr. DANIELs. 'AIr. Clayman, on behalf of theoommittee I want to
eXpress its thanks for your appearance and your testimony. As
usual, your testimony is not only interesting but, indeed, informative
and.constructive mid will thake a valuable eontribution to th hese.oarL.. .

pigs. .

I just have a coupk questiOns. Probably Mr. Hawkins, thnauthor
of this bill will have more exlensive queStiens.

This bill, H.R. O. provides a goal of attaining 3 percent. of adult
unemployment to be achieved within a period of 4 .years after_en-

.actment. Do yon think this 3 percent goal is a reasonabk target?
Do you think this tarret is attainable within that period of time?

MI'. CLA:I'MAN. I thia so, assiimin, this bill'is passed essentially in
its present form. It will revive the juices of our society and set us
°o.s silier and if I may 410, .1 don't quiteI don't agree at all with
thoSe who argue t1iaV3 percent means a runway inflation and over
.and over again it's been apparent to anybody who reads some of our
economic history, for example in the early 1960's we had a burgeon-
ing ec6norny. We were growing and, to those:who say now that this
.will create inflation; I. say it didn't happen then, On January 1,
1969,..nt least...illy figures ten Me, we had unemployment at the rate
of 3.zfpe ntAnd we wernindeeent shape in terms of inflation. In
other won . a'. :',.v.0 had in our time several tests of a growing economy
and infl .11 ; si AiThtory4troves that inflation and growth aro not

Mr.. D
. . ;Orcri. hy side. .Coneoni

utho tie cT yOu r testbnony I believe you Made'
a_statemeilt s rd ig n epiNdyment 'ands inflation to the effect that

/ high unemp oymemt oftelOtncreases with high employment. NoW,
you've been in the labor movement several .years. Would you relate
to this committee your experience with the relationship between high' .

unemployment anainflation?
Mr. CLArmAIOVell, as1 briefly tried to make the, point, whatever

history we have ih Our time indicates to the contrary that high em-
.ploYment does not fuel the firesneed hot fuel the fires of inflation.
Of course, if You have'an absolutely price controlled, price 'manipu-
lated society, you may have pmbleros, .1mt T-think gavernment has_
the power and the capaeitY tO prevent that. kind IA control Of tife
price mechanism by pekgte industry and if we do that, I thinkswe
can keep inflation within re,asonable bmmds.

Interestingly enough, jUst the other day I noticed that corporate
profits last N-ear went over $160 billion, a neW record, and this was
done with 70 percent of production capacity being used which means

.

one of the things we've got to. pay attention to in the future .and in
the present, -indeed, is the matter of manipulative pricing. It iSn't
a, free market in the true sense of the word that we have in our

:country..
BA to answer' your questionLI have great faith; because I'm a-nian

of faith and I have great faith we can do the job we set, out to do,
The first step down that road, the first few hundred yards is the
passage of the Hawkins-Humphrey bill.

. .
Mr. DANIELS. Are ymi in favor of public financing of public, works

and public service employment programs and do you *agree theie

1 9
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would be. an actual '5aving of money using the:;e Federal funds when
compared to the txpendituresthe government makes in regard to
unemployment.-CoMpensation payments and social welfare programs?

Mr. CLAYMAN. My answer* is clearly and definitely yes. First, I
believo-as:the-mithors--and-vbnsors'of-tho-bill before the eommittee
believe that the plicate sector.should be the principal source of job .
creation and I think this bill takes a. deep bow in that direction. But
if that falls short, then the goventment is the source, the last resort
of job creation and. Fin for this, not to just create jobs becanse
Ameriva is so in need of refurbishing. We have, for example, our
industrial apparatus. It nee& ,t'efurbiShing. Some of the other coun-
tires have ontraced us in terms'of ,modernizing their plants. We need
the whble laundry list of nia.s.3 transit, libraries, colleges. schools
hospitals, the natiOnal health programs told these may create the:
jobs and, of course, they will, bnt, they will also, in tho process .

. change the face of ow society which so desperately needs modern-
tzation and refurbishing. So it's it kind of doubleedged sword. It

(*-,4,not only gives peopl3 the opportunity to% live productive, useful
lives but we. leave soniething worthwhile for our progeny, for our
inheritors., .

Mr. DA,xict.s. Thank you, Afr. Clavnum. I now recOmlize the. dis-
tinguished gentleman from California, the. author of the bill, Mr.
Hawkins:

Mr. 1I.twiics. Jnst a couple brief questions, Mr. Chairman.
. First, I think, Mr. Clayman, we haven't lmd an opportimity to

expreseour appreciation for the contribution which you have made
to the development of the latest version of H.R. O. T think you have.
been a trementions source of help and inspiration to us We want to
express our thanks:for the contribution which you have made.

There are two qnestions I would like to ask. yon. One is with re-
gard to your reference to capital shortage whieh.the administration.
I think,- makes a big issue of. In your statement You mention that, we-
were' actually exporting capital and I _think the statement of tho
Assi4ant Secretary'of LaborAhis morning indicatN1- the tremendous

...obsession almost.with the us e. o f tax incentives. I would like you to ad-
dress yourself just. briefly to this issue. of capital shortage as it re-
lates to tax incentives, as the principal method, apparently; which
this administation 'wishes to use in order to get business to perform
better than ithas.

You indicated a tremendous profit has already been made off many
idle plants :and equipment. I'd like to have your comments, however,
on the qhestion of whether or not the tax ineentives..that the adMin-
istration proposes will help A roach even the 5.1 percent goal 'in
1980. What, is your reaction to that ?

Mr. CLAYMAN. Generally speaking,' I have not. been ono of those,
who feels favorably inclined toward giving tax incentives to those
who alreadyhayeeEprobably too much at a cost. to the. entire eom-ati.
mimity, because in ttke, !Tress of giving tax incentives, you sinrpIti,V.
place the tax bnrden more heavily on those who normally can't carry
it as well as those. to-whom we give the tax incentives. .

A couple of quick points. 'No. 1, $100 billion in profits in the,cor-
.

porate system nieans something mnst be going well. They onght to.
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have reasonable sums of money to plow back into the economy and
that, as I say, with production at 70 percent of capaeity.

On the front that I allwded to, miniely, American Multinational
.corporation We last year shipped out for investnwnt abroad, and
.sotne of it in compotition with American industry itsxdf that remains
backhorc, $25 billion' to $30 billion which 4.s a hefty sum.of money
at least in my reckoning. The incentives weave, oddl enough, en-
couraged the shipment of this 11101104 abroad'and We've given incen-
tives to Anwrican nudt Mat ionals t o go aboad, special tax coneessions
that American oorporations don't enjoy remaining back here. So
there is a ease where tax incentives are eounterprodiwtive. Incentives
have beell drawing fmm Our needs $2:i billion or $30 a year.

But. generally speakimr, Congressman I hiwkins, I personally aii
wary and I think thelabor movemeiQtin America is wary abOut the
too easy use of tax incentives in terins Of Ameican oorporate strue,.
tnre. There may be. situations where sollle -form of ta x. incentive
might be useful. I personally do not:see it in the Area of job ereation.

Mr..11-AwN.INS. 11r. Clayman, an6t1acr' argument, that is geneyally
used by 'critics relates to wage rates. That is repeated this.Oorning

'in the statement math, by Mr. Kolberg on page 12, for,exaMple. Ile

An,ither consequem.p of these pleasures s huh taere may iltWaptittuutims
inflationary pressures due to thp effeet of the tightening laitinf Wetge
raf es vhieli the bill does nothing to address.

Apart from that last phrase that the bill does not...pdaress... this
problein.,,whieli certainly is not true. Imt dealing with thiCstatement
itselfthat the tightening labOr market on wage rates;j4s perhaps
what many individiuds fearand perhaps the Davis-Bacoh Act it-
self which has been alluded to as being ldghly inflationary, my final
ghestion is: can pin give. me an opinion on these arguments which
are'ra ised in opposit ion 1 o full employment ?

MP. CLATMA N. Well. my own point .of view and T think T ex-
press .the trade union point., of view in America, tInit We shouldn't
11;-:(' Go-comment to distort and destroy a. man's skills, a.man's train-
ing. What do I mean? Ifere is a man who has been an expert cabinet-
maker and because he's an .expert and. has been trained and spent a

-Int of time (leveloping his skills. lie gets a decent .salary and T don't
think that our Government should be used to give' amt man the
minimuni wan.e and thereby divorce hiin, separate him, from a life-
time of training and the lifetime of experience.

' T think this is inherent in the argument that let's ciit warres.
that it is better tocive them just enough to get. by, otherwfse you're
going to have. inflation. T don't accePt that. I think a ma Who 1n0
had experience and training and has been giveh a:job th f reqiiires
skills, whomever he works for. Government or private il dustry, hi
ought to have those skills and that 'experience recognize( for what
it is worth awl my own guess is and this, of' cour9e, is somewhat
theoretical NAI helipve enorthously practical, we'll jtigt. d ,strov the
morale of the ordinary worker in America if he finds hil self em-
ployed one day and doing well and the nextrday we pul um in a
Government job that Pays him one,third and this would e corn-
pletely destructiye of morale in the country. I think ft wofil

:
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grate thc litisic skills of American workers, sinUs, ineidpntally, Pat.are one of the t.ensons luive been' able to be competitive in the
World generally.: l'hat iS my view.

Mr. ITAwiaxs. I "smile from that hnswer you do not believe Our.
present eeonomic ditheulties aro caused in part by high wage rates or

4no much employment?
Mr. CIVvMAN. 'Obviously, ye don't have too much emproyment.

1Vage rates in my tiMe at Jeast, ionsistently have. raced behind the
cost of Jiving; so that' it is fare, that wage rates ever catch up 'with
the increasing rost of living.

'Mr. IkwiciNS. Thdtik you. Mr. Chairman.
Mr. D.txrri,s. Thabk you, Mr. Clayman for your teAtimony.
Mr. CIAA-317.1y. I must say the committeo is patient for whieh I amgrateful.
Mr. DANLvt,s. Our next. Nitness is Mr. Albert, Shanker, president of

the -Atueriean Federation of, Teachers. AFLCIO, accompanied by
Mr. Greg. Humphrey, eodire0or of legislation.

Mr. III-11mInEv. Mr. Cl&irman, Mr. Shatiker has been called awayand was unable to be present. ra like to ask that. his sOtement which
has beep furnished to the. conunittee, lie included'in the record at thispoint.

Mr. IiAxna,s. I ask-unanimous consent 'that the 'statement of Albert
.Shankey .he incorporated in the. record at this point. Is there anyobjection ? I (earingPone. it will be so ordered....

[Document referred to follows:1

Pt:I:PARED' S''I'ATEMI;NV. OF ALDERT SHAN KER; PlIESIDYNT, AMERICAN
FEDERATION OF TEACHERS, AFL-CIO

Mr.tliairman. members of the Subcommittee: The American Federation of-Teachers.' AFTCIO, an Organization of almOst half a million teachers andother educational employees, strongly urges that tbis Subcommittee promptlyreport out, and that the House of Representatives pass. H.R. 50. The AFT con-.> vention in .Tuly of 1975 ciult.rscd this legislation. We have attached the resolu-tion for yonr information. This bill'represents our nation's'only hope f9r e, corn-prehensive program to deal on a permanent basis with the, economic. seicial. andhumnn problems caused by chronic high-level unemployment and runawayinflation.
5,A teachers' organization sUch as thAFT. in the past might nothave recog-ni'zed the necessity for a program to deal with unemobiyment except as a Teas-,'tire that represented good social policy.I am here today to -tell yl that while

combatting unemployment is. good social policy and we Apport it ,on that basis,it is also an absolute necessity lf our education system is to become healthyagain. The increased reliance 4.education on a tax ,systri that reflects thebusiness cyele has made educatiOnchiglillependent on a grWing e4tOnomy.'''We in the 'field of.education have -experienced over the past couple of yearS acombined phenomena of -nnemployment with.its attendant declineln tax reve-nues and inflation with its eroding effect on the purchasing power Of tax dollarsto en extent that no one could have predicteil. only a short, time ago. The yesults'10.for education have been-lay offs. "teacher 'surpluses," larger 'class -size, and' atiend toward putting education at the end ritpriority lkts when hard decisions wmust he made about where scarce tax .dollars will .he 'allocated. FOr eight years; now, we have had a.policy in Washington that has nrOthiced two mrtioNit rovec..sinus: one of Which teetered on the brink of a full-scale depression, andtrencbment in the will of the Federal government to belt) meet the needs of ur,Citizens. I pm including-a .cbart which. shows the trend of Federal suppo for'ethmentafy;anol secondary edneation since fiscal year 1971. While thaetre d haUshoww.infeeate dollars, the actual le* of support In inflon-
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ndjust ed dollars has steadily declined. In filet, with .the exeeption of FY. 1075,
thert has been a declIne every year. The tally rentril tiseal 1975 shows an M-
ere! e is because of the release of previously impoulided funds which went, ap-

tpriated in 1973 hut ohly counted iii l975. Thi:4 chart wns produced by
Senator Walter Moudaje for use in the Senate Itudget Committee.

We have all heartrby now filmiliar st.atisties that every at unemployment
produces $17 billion in lost reveaues to the Federal governmod (approximate-
ly twice as much ns is spent by the Federal goivernment on aid to education).
The loss to state and loval governments is alsosuhstaufial.!appro haat ely $ I to
SI; billion for each 1. Increases in unemployment lwlso atTeet state 'and, local
governments; more dramatially than btu, Federal government because of the
methods by which the two governments borrow. The eredit noel of Ow Federal
government are undeniable awl unassailaNe. Treat.nr Wads are alaays ild -

and if n sihortfall exiSts in tax reveime, borrowing is mithoriz'od it covelt tW.
deficit. Many slate and local governments, however, Imiction'under rctinire-
ments. that produee the necessitY for n balanced budget aml Preelude borrow-

lug for operational activitkts. Increases in unemployment cause lost rtwenues.
increases in welfare eosts and increases in Om cost of other public .assi.stance
progrants, and a loss in the tax base without the ahility to enter the credit
market and sectlre funds t.o cover deficits that the Federal government enjoys.

The current t;risis in New York is a classic if extreme exam'plit of what can.,
happen When tlie eeonomy th'clines sharply. Financial institutions have doubts
-about the state and city's ability to pay, they restrict credit, and, the,result is a ,.

potential tWollOnliC catastrophe. With this crunch conies,a massive retrenchment
in education -sinve other services such as -police and tire are seem as: life ani
death protections. The termination of thonsauds of teachers and other ednea-
tittnalitmployees, elimination of crucial support'services situ as guid:r ne (sum-
solttrs, eXtra-earricular activities, antl other programs that havti distinguished
the United, States education system ftoni the education sYstems of other C:011a-..
trittS are ld'coming coinmonplace as frinds become, short. I4ograms for the (ifs,: .!

advantaged. special education for handicapped children. supplemental educa-
Hon for economically -and socially distfilvalltaged children, go by the boards.
(lass size skyrockets lo taggering proportirsfrom 39 to .10 to 50 and. in
some cases as, many as (10 children in a class. The effects of this on eduenj-ion
shouhl be obvious to any-one who has ever been in classroom. The process tot'
education is changed into a babysitting function. A job which bats -4,i3ays been
difficult but rewording beemnes impossilde. and without professiQnal
ttuit which iS most important to teachers, a,nd _hen, T 111C/111 the suecess Of their
students. beeomes unattainable. The entback in revenues in NOW York, fitr ex-7
afnple. has almost completely eliminated the scho,d security foree.and we now .

have the final inftredient for disaster. Enormous numbers in a class prevent the,-;."-
ael,!ievement of noademie goals whieh produiii-ts anger ;Ind frustration-in teack..-.Y.:
ers mkt student'i . the elinfination of supportive 'Services such ns guidance coun,ti...!.

:tad special' edneation turns the schools into a bahysitting oVerilli"n!
riot e,itaination of 'school security becanse of cithifldhcs tankes the school- a
timl!abt-tx. They li,-como dangerous, frustrafing p ces when they elaild.and-
ib;,,,ilt1 he tho building block- on whieh oar society is b sell. 6

are the symptoms of a disaster currently : feet ing American etTneation
nail whij.-11 js also afficting every other as-pei'tjiif oar public The disease is'
nacnotloyment and inflation. YIM. as a Com itteel. baye before you a bill that
env do so:molting to ebange these dreadful el tunstances in whieh edaration- is
now caught. The Full Employment and Bnlnneed Growth Act of 197(1. MR 50.
is !oat of the great hopes of members af oar union. and, in time. WO believe
vi",11111y tite memhems of tho education profesSion. For the first

thollt2s a let-el at which foil emoloynomt will have been aconiredfle',--Land
4 time tf) POI it'vo, this goal so that the potential of rekin

ill110 1.:111 10 avoided. This bill olso, milike the Act of 1916, provides real
aeb programs by which inereases in unemplOyment can he dealt with

11.1 joN-7 and counter-cyclic:11 aid to cities and states pad r
, foi!N ftbs programs. Tt also *mires that mofietary policy which has been the!!

aljo!"st 0,elusive preseri:e of bn't implected, unresponsive., unrepresentative, anti
afreneythe Federal Reserve--be made publie and he required to

voordina to with other aspeets of our financial and monetary policy;- and that
this noli-y be require:1 to maintain full employment.
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,

In short,' we nrge this Comlnittee to rni4ort ihiSkill:A4ase ibke.

,,, .

'Teachers and educators and %deed' the ent4re Amer. lean putille ne know ,7 'that the "can't do, go slow, veto" philosophy of the current A1mluistraticinand 'its predecessor Is not the final word as to where their government stand 1 enit comes to dealing with their number one problem---unemplyement"tind in a.-lion. We urge speedy actien on this hill. Thank you. :,.' q e 'Attachment. , .
.

. -,
'OUTLAYS FOR ILEMENTARY, SECONDARY, AND VOCATIONAL EDUCATION (SUB4tTION .501)--.FISCAL YEAR

1971-78 IN FISCAL YEAR 1977 DOLLARS, .

-
. .

Outlay: is eonstant
fiscal year 1977 Outlays in

dollars I nominal dollars
Fiscal year

.. "1971
$S. 3

. ,
. 1972

6.1. 1973
5. 3s.1974,
5. 00 1975
5. 61976 ,
5.2. 1977. .,__- .. 5.1

-0. 5.1% Fiscal year 1977 adjusted for nonenacted appropriation's 4.6-, Fiscal year 1978 idiotic) for nonenacted fiscal year 1976 appropricrons: 4. 6r,..
e

$3. 5
4.0
3.7
3. 8
4.6
4. 8
5.1
5. 5
4. 7
5.1

r4 li, tidjusteci for annualstharties4in7per- pupil expenditures. : .
.

%forward funding; fiscal year,1978 outlays kir this subf unction are largely determined 13y fiical yea1 1977Abudget authori .. . t :
.' . . .

.

STATEMENT. Or GREG HUNTOEY,.CODIRECTOR OF LEGISLATION,
AXERIdAN FEbERATION OF TEAdHERS, AFL4I0 ,.

. 1 .r. .''''.:e.r."" :4'..'''g '
.1,14%iii Ilk... litiMPTIRM, 1!(-1 lilie tis, make a few reMarks Which represents

- -40, t. point. Of-view of the American Federation of Teachers as to. why.:.: , -:,
.i..,:frocee of legislationsis*etled. , . " ,, ,' .' .. .

...

...,t:.. 4.
..i.,:!... ,ronl.the point of vieW of what has hapfiened with the:US. eono-

..,-,.Pioliably the .most carrosiVe effect ,of our ciirrent epidemic of
"ipleinent..haii 'been the retreiteltrnent riot oaly ix. theability of, ttel'ellttio,..1drovide IL det!ent,level of Ser-ices on tfio local level. in

-,h;Fin inciAlde."4riCation*. but the: whole philesophy that somehow :

*e.iiic- in a:petgsl .of tiriiiwhere thintrs can't, be 'done. I was... c- .,...t....:Stpikaect,:.b.ilt .i.isiKletneti tO,hear theNadmimstratiori witnesses 'this
iti,f*Orrling'tAlk:abo.uktlris bill -aS yet another example Of 'Government ,.

. T',''... ton.iiiAieh-to Pie iieople and producing clisillusiomnent.
.;t,,, q .;;:cslt:i.s..146tt6i.. we thinli,..,that a bill .like this be atteMpted,' that .the ,.;.,.:f4-irdgrains spelled out in- this bill be enacted and..-be giVen, a .chance.

' -'.:, -,.-- thariit, is to sit:I:jack and say that rather than raise your eXpectations'1!.. ., . . .we'll do nothiri
can solve t

and hope. that, the..private sector in 'its infinite wis-dorn
'' ''' .` From e poi tof -dieW .ofla, public service unionwith almost a

-problem. .

th
half a million rne;hbers we face on the local level the coinbined crisis

..:,. ...of ,nriftinployment4" inCrpa. welfare costs and loss of revenue. The
''..'4;;;,',1..l.ocal.;governroen nd te government 'then increase taxes with a' '..':,*tItirigloss,. 'wix p g citizens Who leave because of the .high.

i ta4Xatio. :,.T ' of..91ting cutbacks .in serviCes that then affect children
... .-:,..-...dist it,tik q le:resrilt. We believe the cause of this is the epidemic' ...20f..4fin, ployM .t-that the United States has laced-really. sinee the

:,,,. ;..i1,01;14m, tkon ofresident Nixon in 1969 and the off again on again
,.'...,-1 ....0.iriomic Policie t kriproved in time for his reelection but cause--.!.',, . evfOi.,:.cleeter priible er 'ale election the last 7 year period ha-S'
' Peen alime of eiinstan crisis in the local leVel.

s.

t 8 4
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I want to-take this opporttinity to Tead.juSt..31 few fieres into the'
reeord and-these fiOires cOrne from thKrOcirt Of. the' ,-.,,entite Budget
Committee which 1Vasjust. made,ayailabl. 7.ekite-fday....

Inthe area of incoine.security, tlineoth 1,40..finViliat since 1.966,
ih the decade. betWeen'.19N ainl`1111"6'theret,*s ber%ttin -hicreaSe 'of'.
More than $100 billion incostg.for,-.i0orpe. §ecuriturposes. Now,
it's broken clown this Way-. ,The laegest.:piart.'Of it -rs.'for payments to .

ret iredsocial 'security a nd other mtirement 'programs but remaining .;...

.after that $e billion is subtraetecVlinil the inkrosp.-of $21 billion in -

increase in 10 years.. for welfare.4ype tyrKfits, food.;stamps, AFIjO,.""t''
and related activities and $IT billiOn nerev in u4Mployment insur-...

.ance in 10 years. If this type of ef1ori;yer6-,fpade,fo'produce jobs the".
-things. that, The Federal (.-rovernmentd,equld:4 I' think are fairly, ..

obvions. To look:at these figures and,realiz*"Orat they show in terthi-"
of lost initiatives in:eilneation .oInl.;Ii6;11-1i' cam and in all sorts of
thirigs that remain to- be avconiplisted.UR:part cif the agemlfr of any
decent. Federal- GOvernment, thig''El.Mr*in 64 revenue ig relatively..
unproductiVe in.terms of linrping;,Peop0o,dinally ;beat the cycle that
puts theM into this poSitiOnt; .. '.. :4;

We, donf, Want Ao be takari as being.ngainsA tIrese, payments. Thev
.linve to b&made and people havelaeWthatr-friee to be met in periods
of imempl4thent but the .faCtiS Ott`tilliese enormous outlays of ex-
pen 'tures Pftrve to NI, inadQ 1.*eaus.p.''Of Ai, failure to salve one basic;

n am ,that -i.ilo 'W,e. hii-irt-triot h jObs at decent wages so, prob
'. 'peop don't hlwe tei",rely..OkthilOove unent kir basic subsistence

Tevels. '1.want tosthank yoalor the'Oppiitcnitv to appear in front. of
. , , . , --

Ibis. coniittee. 'it. Seems like:Whenevef.' We filive a problem in the
.areas, of :Nis amtnplo-VO6t ice end .,Up telling.it to you and we
..ivant to theink yo}r.tv Iliat.,1W .io.liPeu can inove this bill out as
faitHas possiiiie and'jet. ni.r sitp.pOrt, ioj.t tittranteed. I've included with.
the -statement -,Ty-,resolUtfgn pass&I jrt the ..IFT convention in July ,of

4Iiis last year ufgrug'fkill'Opportot 11.11. 50. '
; .I.11 be happy to $akg..0...ny..qtres 0-1s.you have. Thank you..
I,- Mr.-. DANIEL.S..7.ti,e rm?ltifi'on ,...., vhich you refer, is that resolution.
So.' ill- : ... ,'.."4:1t.;*- ' 4". .4. .', ',.

.

,.. lin 111:311:IfItti-;:Ye
Mi DANiELS I m,Lt J. .rinftfritnous 'con4nt to make sure that'is

.incorparated in the' xi* L'.A.uptgjection ? Hearing none, it will. be
incliided. 4'
{Document referred to fiollowi3:}

.

,"` 5' ItFAXII.vTION NO. 11
. 1

( Obnillteid 'by 'United Tea4ers of Baltimore City, I.ocal :co. 340)

Al.' (N;PORTC:CITY 4,..C'D :Ft 41:SIPLoymENT ACT OF 1075 (s. so/n.a..50),
Whereas,,luidit iinemPloVment M conservatively estimated at 8%, and

*....)4Whereas. teen* unemploynnrit is conservatively estimated at 21%. and
Wtiefeaf,4,' minority you& une ployment is conservatively estimated at 40%,
rid . . .

.

" WheTemc 'see as Apiebers, ar to educate 'our students in order that they may
,beeofne pygliitetivO'adult and membe&; 'of society, therefore, be it

./cestr/
. .

luat,the endorses and gives full support to S. 50 and H.R.; ..:n

;:gua ing to alr.lnierictins, able and "Willing to work, the availability of
1 o rtunities for useful and rewardiak employment, and be it further .

.)
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Resolved, That the A.P.T. through its Legislative Committee inform all mem-
bers of Congress and the President of the United States, that we want this
bill passed in full, and be.it further

Resolved, That weinform Congress that this bill must be fully funded.
DANIELS. Well, Mr. Humphrey, on behalf of the committee."

want to thank you for the presentation of your testimony. I'm pleased
to hear that the Anierican Federation of Teachers, AF.L.-CIO, fully
endorses H.R. 50. . ,

The Chair agrees with the , view expressed here today that it iS an
awfill waste of funds which could lte-9it.ilized for many useful pro-
grams. to not. only' provide, gainful ,employment- to our nnemployed
and underemployed but. also to increase their dignity and prestige.

I recognize the gentleman from California, Mr. Hawluns, for any..
questions. .

Mr. IlAwiuss. Just one, My. Chairman. I've read the statement and
I think it's a very excellent one. The. Only question, I would sucrgest
at this time wouid be as to the effects. on education that .have7been
outlined in thb; statement which I thought were very well docu-
mented. Do yonconsider these effects of such a nature that they will
be pernianeht and that 'actually the major effects may not really be
known for several generations'to cetne?. 'We may have a recession, a
recovery, ,another reaession another recovery and so- fortfi, but the
effects .as you've outlined them am things -that are' permanenf and
there js. no recovery from them. If the child doesn't get an education
today, perhays.that child will never-get:that education and will for-
ever have a (1)yoblem. Do you consider that to be a true statement on
the.part of the thrust, of the statement as it has been made by Mr.
S14nker?

Mr. Yes, Mr.. iTawkins. The final result of this 'situa-
tion that has, occurred, well.. for example, Noir; York -City and, we
represent most of the larger cities and this is-it:bout to occur in some
others and there is a possibility of such circumstances in Chicago and
other places and the 'effects of that are that in many; areas of city
government one can so-call increase productivity by putting more
work upon the.existing people who work there, but in education as
you increase thejlass size, yOu decrease the. amount, ottime _that the
teacher can spend with each individtial sttident7 and yort'Ve' taker
something away on an'almost permanent. _basis.The process Of eduea-
tion seems to go on. There is a teach;7in the claSsroom and eliiKren
in there but aIl tbe functionslthat'are best 'performed with-a decent.'
level df class size andiVith the stweial servieg provided that weliti-ve-.
.come to anticipate and expect over the yearsWhen those are gone, the
child who hadbeen helped by them in thpastis-now in the process
of sitting there through an experience that may not be:terribly mean-
ingful and the result of that is a permanent loss in the education -of;
,that child and it's something you can recapture only.with the most
:massive expenditures later on. The.increase in the amounof atten-
tion arid resources that you have to bring to that child at4*the point
in the future dwarf what you could have done by getting irearlier. A
compensatory reading program kir a student who frets through high
school without learning to read and then has ambitions for further
education is far more expensiVe and -probably less'successful than it
is when the student is still:in elementary school.'
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Mr. ITAWKINS. So we are really-building into the system the need
in `lie future for.manv compensatory programS.to overcome what is

7 not now being done and, therefore; it would certainly be..mftch more
economical to do them now tban to do them at some future tiiae.

-Mr. Ilirswnitnr. It titaks. ifs 'far as we're concernek nP sense in
'IC.rnis Of usitnYthe scarce dollars that pre available to put these prob-
lems offThe ultimate result nmy be a person who iOniable to earn a
liring that. can support that per;i.on's family. It might be Some sort
of really terribly expensive form ,of rehabilitation. There is also the,
possibility Of jail or other thing,i that. happen in greater proportion
to people without. education than They do to people with education.
All .these.things are the result of tlre kind of unemp mloyent -and re-..

t".renchment in s'ervices;.ive now have...
Mr. IIA.Wmasi.s.Thank yon veryninch.

DANnt.s...Vgain, thmik you.
Onr next and final w it tiCss.for -the day is Mr..,Tohn Callahan, Legis-

lative Director,. International- Union of i:lectrical. Radio and Ma-
chine Workers,:AFLCIO. .

Mr. CALLATIAN. Mr. Chairman. I want you to know I am also going
to put my stateinent in the record, witluyour permission.,

Mr. DANIELS. I'll ask unanimous consent that trii, statement pf John
Callahan be incorporated in the. record at this point.

"Document referred to follows
PRE:PM:En STATEMENT OP.:IC/UN' UALWIAN, LEGISLATIVE DIRECTOR. INTERNATIONAL

ENION OF ELECTRICAL. K' MACHINE WORERS, AFL-CIOI
Chaiman PaOiels and other- Subconunittee Members, my name is John .11.

Callahan. I am. legislative .director for the International Union of Electrical.
Radio and Machin(' Workers linown for Short as TUE), an AFL-IO affiliatedunion.

This. union nOw pas a per capita dues-paying membership of about 235,000
in the United States (phis some thousands more in Canada) we bad in the.
neighborhood of 315.000..In the U.S. in 190S-,-09... What happened' to well over
80,000 TUE Menthers oveethe intervening years also has happened to many tens
of .thonsands of ether N'orkerf.4 in mir industry. It happened to millions in the

econonl3' as a whole, They lost their jobs.
Seven miIlIon people jobless, by official undercount; today!
When people, lose their jobs and they can't get other jobs,.or.can'tget otter

jobs paying as Well, they 'suffer diminished standards of living, 'They often, are
. forced to becove tax-eaters, where they.bad been tax-payers. ;.

In some cases, the hinhan 'suffering is very great indeed. Ppople must do
without adequate food, medical care, soinetimes they ose the homes they'd
been scrimping ang for for years, and they lose luther .,material needs. Ido not wantto mcntioi he lnXuries. the ni,fer things tl1it ar,en't so basic, that
they worked for but w may lose right away.

.

Their chihlren-sometimes have, to forego special lessons they previously had.
Perhaps they have their educational plans disrupted. when forced to go out to
earn a buck, at a time when those kids should be at shmecollege or technical
or other advanced school.

The. Scramble to hold on to or find sicarce jobs is a divisive, hate- and fear-
creating factor in our .society. It makes harder the solution of all problems. I
do not speak. now about the 'psychological impact of. joblessessthe PISS of,
status and of pride. the corrosion of one's' self-esteem- and self-respect, the.
traumatic ',impact on family relationships. 'Who Can meneraire these? Those
who've experienced>what I'm talking about, at some time in their lives, know
without my saying. More. I bope_the ones here who haven't eXperienced ,it,
never haVe to.

That's with respect to people such as those I represent here today. People ;
who normally work for a living. Who normally produce and pay taxes. Who
are or were accnstomdd to paying their own way 'and don't want to be 'de-

. pendent on,bandonts.
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There are othersbundreds, of tlfousands ,of othersynungsters fresh ontsehool, older people who ha0e:Ilyed in deprased .pocketS of the nation or havebeen victims of discriminkiAm;',Widows IrN;ho didn't .work for pay while bus-bands were alive and ean't,$fit ,jobs nowAiersobs who haven't the.educational

jor-beimuse the economy has lwen shot. All those wo-Perhaps never had jobs. .

baekgronnd, etc. who physWally, could wOek but have VVen less..chance tri. gethi h
What must their mental apd mrychological outlook he?

The people of this'cOtintry have many mullet needs for goods and services.,
Tor themsekes as individuals and familiesi, for their connnunities, and for the
improvelneffr-of the'areas and resonrces.and services whiA belong tons all.

It is a hirkh anti tragic fact that: along with the great needs which exist aregreat untid resources of know-how and productive equiirtnept, of materials,
and of involuntarily. idled or underutilized people.

It is aharshand tragic fact that despite the. Congress' 'Commitment, in the-
1946-Employment Act, that this country and its government will see to it that rrpeople who want to work will have work, the U.S. Government hasn't geared
'itself sufficiently" to' prevent involuntary unemPloyment-r--prolonged, mass, cor-.,,rosive, wasteful, destruetive idhmi§s.

Indeed, the evrent Administration cahaly crArteraplate;'the conthnied invol-
untary nnemploymefito of millions. of Americans for years to- conic. It purSues

higher priority to achieving other objectives--which acceptsmh unemployment, rates and totals and the individual. suffering, Waste, crime
and loss of federal revenues that that entails.

. It is harsh and tragic that we.have to be here, asking the Congress-to passIllt 50 a ' 50, to mandate government action to bring the unemployment ratedown to .maximum (as we undercomit the joblessness) within three years.Governme . onld have been arriving Heaven 'and Earth long ago, and colitinn-
ronZly if need be. to do I-1 1.. 'thont being asked!

It is true that the 6 Employment Act did not mandate a specific percentage
rate .eeiling tar nit ployment; nor provide for specific machinery to plan andcoordinate action by the President, Congress, Federal Reserve Board, state and
local grivernments and groups in the economy such as unions'..and management :nor declare it to be an adult's right to have a job at fair pay ; nor specifically
accept government responsibility to be employer of last resort so as to assure
that people who want to work will have work. This bill wmild do so, as . weread it.

Therefore, in line with a nnanimous'action by our Union's Executive Board
during its March 22-26 session; and with oountleSs resolutions by oar Union's
conventions over the years, 1 ask you to pass this bill* very soon, and fund it
adequately. We need It !

STATEMENT OF JOHN CALLAHAN, LEGISLATIVE DIRECTOR:
.INTERNATIONAL UNIN, OF ELECTRICAL, RADIO AND MACHINE
WORKERS, AFtCIO

Mr: OALLAHAN[I just w:int to make a few c mnents? and they will
be shorter than anyone who has been up here today. However, I want
you to know I feel -very good in waiting,s6 long to be. in such dis-
tinguishe&l company, especially you, who I have said.before when all

oinv union knows you, and we have One .of the hetter,unions, that you
:tie the fanr of the. OSHA safety bill and a pleasure to .be hero
before .

Mr: .b.v...irEt.s. Is tliat, good?
Mr.- CALLAHAN. That is good because it's something that you had a.

hard-job piishing through and we know what kind of :work you put
intal.it and appreciate-it. ,

Mr. DANIELS. Thank you for yoiirkind comments.
.Mr. CALLAnAN. I alSo want to say I am ple-ased to .he in the coin-

-,pany of the distinguished Congressman Hawkins and I meet him.in
the hhll ways and it seems like I'm following him around. I remember
th pfess conference on this bill at the .Capitol and:I:watched sonic
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of the loaded questions by the' press Who tried to shoot.sohie of theso
provjsions down in the iilI and Senator Humphrey and Congress-

man ilawkinS, you 1;lid an ontstandino- job;'a .marvelous job at the
days on the-Senate side and I followe7l you down to the banquet and

'then going to belie AndyBieiniller testify. ThiS is the bill We are- SO
'entlnisiasti about aml- we support. wholeheartedly:.

I agree with the statements -made by Congressman .Beard. from
-Rhode Islatid about the employment situation there. Wk' hayeipiitea
few membersin Rhode :Island. Also, Mr. ChaVman, your State is in
pretty bad shape from out,- union.,4 point of vieW sure froln
other unions', .

.`%7 il.ttst to ()Tye you a quick rundown of a couple of places we know of.ct.. t, .

We had some people lit here not too long ago .from (Nis. Elevator in
Harr.ison, NJ. and the phint is just going to'be a skeleton because the
construction laisiness, the elevator buSiness isn't very good and as
-yOu now knoW we have lutd,mhole plants shutdon -,Ne.W.-Jersey
and not jtast the laYotl of a Tundred people but slintdownof .a.plant
where the plinit iA no longer used. RCA m'Cainden where'N-ve tited to
have 11,000 we've got Maybe. It couple hundred noW and yon know
what Sincrer in Elizabeth an41 G.E. in Newark lnivei.inoved plants'
and- doa w mt to be disresPect fuil, dowa to Byrd cOuntry, down i
Virginia to Winchester and the people. really 'needed the jobs
Newark. They moved the plant, closed doWn the plant in Newark

: moved it to' Winehester, Va. and New J6rsey has' been really hard
as has Rhodejsland."

In sonie parts, of New Jersey -Yon have a higher pefcentage of un-
employment than 14 percent.

Mr. DANIELS, The aVerage rate of unemployment in New. JerseriS
in excess of .13 percent and in HudSoWCounty, my, congirsional dis-
trict. it.amounts to 6 and 17 .percent. This morning I had breakfast

.

with the members of. the trades conneil and they are lamenting an.
unusually high rate of unemployment in tlw construction trades
amounting to about. 35 percent.. ,

Mr. CALLMAN. I jtist want tnsay.we are very much behind your
bill an& we just admire thisnian for -hiS pet-severance becaus% he.tha4
really carrie4 the ball for a couple years and I would say almost alone.'
and now it is gaining momentum and I'm so .happy -to See evelyone

.

behind it in the labor movement and that's going to be a -great thing
.for tis and I .hope this bill.goes through and the-promise that Speaker
Albert gave at that' press confuence and I hope it holds true, he did
say the bill would be out of Cono-ress by May 15.

Mr. DANIELS. Thank you, Mr.P-Callallara
HAwurNs. I thank .the gentleman for his very generous re-

marks. I wish youcWould Make that stat'emetit; in my district; Mr.
Callahan. .

.

. Mr. DAN1FtLs.,This conchides today's' bearings. I wiSh -to announce
the nekt meeting; of :the .subcoannittee will' take place on Thursday,
APril 8 iv room 2261 at 9. a.m. at Which time Mr, Charles Partee
of the Federal Reserve Board of Govern-ors will bethe.witness and
Dr. Alice-Riylin, Director of the CongresSional Budget Pflice,and
Professor RobertE. Hall, economist of MIT.

[Whereupon, the hearing concluded at 2:10 p.m. to .reconvene at
9 a.m., Thnrsday, April 8, 1976J
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FULL EMPLOYMENT AND BALANCED GROWTH ACT OF

r

1976

THURSDAY, APRIL 8, 1978

HOUSE OF REPRESENTATIVES
SUBCOMMITTEE ON MANPOiVER, COMPENSATION, ANDBF:ALTM

AND SAi'ETY OF THE ComatrrrEE ON. EDUCATION AND LABOR,
ashington, D.0.

The subcommittee met, pursuant te recess at 10 :10 a.m. in room
2261, Rayburn House Office Building, Hon. Dominick V. Daniels
(chairinan of the subcommittee). presiding. . ...

Members present: Re .esentatives Daniels, Hawkins, Meech, Gay-
dos, and Sarasin. . , .

Staff present: Daniel . c...rivit, counsel; Saralee Schwartz, research
assistant ;-Nathaniel Semplp, minority legislative associate. ,

, Mr.. DANtEas. The Subcommittee oil Manpower, Compensation, and
ilealth and Safety will come toorder.

This morning we Will continue-our hearing on H.R. 50, the Full
-EmploYmentand Balanced Growth ct of 1976.
-. Our first viitness is Governor. ides, Partee, of the 'Federal
Reserve Beard. i
. Welcome, kr. Partee.

. i .

STATEMENT OF J. CHARLES EARTEE,_ , MEMBER, BOARD OF
GOVERNORS OF THE FEDBAL RESERVE BOARD

,

Mr. Perm. Thank-you, Mr. Chai an. ,

I .appreciate the opportunity to jrcsnt the views of the Federal *

Reserve Board. ini H.R. 50, the " ull . Employment and Balanced
Growth Act. of 1976." This bill would amend the Erriployment Act of
1946, which requires theFederal Government to utilize -all of. its re-
sources in orderto, promote.maximum erriptloyment, production and
purchasing power.".The FederOA Reserve BartI fully recognizes its
reponsibility wider the 1946 Act and has reported regularly to Con-
gress -On its efforts to further the objectives of the la*. The central

.- question facing Congress as it considers :II.R. 50 is whether or not .

the propOsed arnendraentt Will help, advance the goals of the original
act. I am sorry to say that we do net believe they will. The bill is
both too rigid and too inflationary and, on balance, would likely
prove to he inconsistentivith the long:tterm economic well-being..of
the Nation. .

I



_0'. 7188

Uneeiployment. has been a Vey sei'im6; problem recently mn the
.1.7niteit$Autes', as ininany- ofWr cuunfries..Buthis condition is main.,ly, a product of the recession, which inf'inrn W'as caused. by the 'ex-ces ses. and, imbalances that had developed:.earlierin thel.ecOnanly-With kolidinic reCovery, geed progress is .being mhde in restoring
jobs, and.the .unemployment rate has dropped.11/4 percentage points

'over the past ye1I r:1. .
Substantial .ftirther.progress is- necessary.in 'Creating new job' op-

fiortunities, thereby reducing unemploynient and..providing 'for the
absorption of a stea,aily growing labor foree. Thilj. must be a primary

:objective of governmental econeiure,,poliey, I '' is also .of crucial
portance, however, that .we 'avoid reereating.the condhions that led
to the past n;cession;iind could do-so 'again. Tliis means that con-tinued attention lutist bk diwcted to questions Of economic structure
and balance, meth avoidanc6 of the. extremely injurious effectsof rapid inflatien. '

We at the Board i ravely concerned that the liet effect of H.R.50 would be tog ad s4lantially to.the inflationary bias already cvi-
dent in the pdTforintillice orthe nation,s economy, withont generating.
a lasting increase n productive employment opportunities. Surely,the -events of recent years have demonstrated that rapid inflation canUndermine prosperityand exacerbate unempleyment. The inflatiQn of1973 and 1974, with its adverse effects on yeal incomes, httituiles and
.the quality of econoniic decisien7making,2 was a major foree con-

.tribliting ,to the subsequent deep economic reCession. It should beclear from- this expernee that such conditions exact their. tolt.in.
terms of econoniie inequity and social,discentent:.The American ow-ple have liecome painfully aware of the 'costs of.. inflation and of the
need to control it.. .It is of the utmost importance; We believe, that the:containment of
inflation be reognized explieitly as An important- national priority
inseparable from the goals of maximum employineut and.production.
Indeed, a principal flaw in th7e 1946' act is its failure'to identify clear-

.lv price 'stability ag' a long-run eCononlic goal. H.R. 50 shares andextends this short-coniing. Inthe' Board's judgment. the antiiriflation
provisions of tbeilt are too Weak and too Vague to be satisfaeSory..
Nowhere -are there workable sdfeguanls against inflation. Instead,.

. . the 1)il1 has many' provisionsk.that would contribilte 'further to..condiitions' and .practiees that. would iikelvieimlt - in an intensification ofupward-prim. pressures.. '' "CertainlY one inflationary feature is the objective of:3 percent
adult ,unempleyment to be reached, and 'sustained, within 4 yearsfollowing enactinent. This is a most arbitrary target.. Historie4w,-11.
3 percent adidt unempleynwnt rate, is very low...Over the
years, the jiSbless..rate for-these 1S and- oven has been in the neighber-

.b hood of '3 percent only during 1952-53 and 196S-69, years--in Whichthe, number of men in the, armed .forces was over 31/, millioLhialf
again as high as the preSent level. Moreover, both ofthese periods ofheightened economic activity were characterized by demand-pulj in-
flation and were,followed eventually by Major recession's. Thus, ourpostwar experience. sugOsts that achievement of 3 percent unemplov-

. wait typicall, is accompanied bv 8n.b,taptial- inflation airl ,follewedby econmuje decline, rather thiudi.,%istained full' employment.

.:A'N
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In addition; the setting'of a rigid unemployuient gditl ignores the
dynamic anract er Or I lie Ainericair label*. force. dThe jobleSs Irate of
a decadeor so ago does not have the s'ameinvningas the current ray,

._qprincipally beciiii. of the shifting con'ipOsition .Of_ the htbor forceL
. . .

and tho more liber'til natin-e of,our 1ederal,iticonie-s8ipport prograins.
Today's labor foree.has, relatively ifiore ,116V. enkants anareentrants .-

---:chiefly tlie young, and married :wohien,---than it did then, -These
gronps.rtypiCally lin ve higher ivies of joblessness its they4 searelr---: ..
oftenintermittently anti through trial 'fflid;error-for rt satisfactory.
Job. It, is reasonable tu thint that7thi.s. has had an npwa-rd bias on the
fiffichil jobless rate.. ' ...' . - .7 . . .

Indeed, tile fact thittithe bill ..41:1N .fOrth -int. iincmploSvenetarget
while making .no 4ntion.of...a.conipai-ahle specific .Objective with. re-,
gard to inflation is illuStrative'.of ik uneven treatment of: thesetWo
ecenomic Problems. ,I W0110 .n6t urge that any fixed 'target, for. shoill-
-run priet behavior be.set ; the me.mui ...z,* an DifiFtion rate, in its own
way,. ean be as eliangeabli,e, lii. the nyErniilig;OralObless t-ate, My
pose simply iSto point out the bias .of 1,I.R. 50 in'favor of ,s;o16..im'-' .

portant nationaloill'at the ekpense of another -, .'. : : : ''.:°
Som ve of, the'countei yc licaland str uetruil programs of 1I,I14.50-

are likely te .troduce ,,impontabt new eleme A's of inflationary bita
into our ecOpomic systeni. A. signifigant.kobl ifirt of many past stabili-

, zation programs has.been tilitine.',Althoug itlie. Fp calls. for the':
establishment oftfig,gers Old ..allociationifohiNas,! believe it stillY.1,.
milikelYAICat we. wOulditi4mid tlie oeftill'OillppW4g the aia tonlate'
in an eOonomic..dOwntnit:hnd continuin,kil'Auci fat-into a recoiery,
when the aired U'ii price pressures can he ..nicist p.1'onotinced.'Exi3ert-

'-ence,;has 'shown that, such defects in tiining, have been particularly..
ivarkeft.in programs Of accelerated public Altar.W-Ale of the, 'bill's,
recommended. options..The inflationary impl;icitiOns of some -Of the
ottle'r .suggested .pcogritins,---iiichuling those to stabilize Stri.te and

kre'local goveinment budgc4s over the i,ycle -, .4 to éx.ftild uneinploy-
ment instil-tin-ccAlso require carefdPvva a den. ',

The major inflationary thriist.from the cerimtercyclical progriuns,
however, would conie, froui the' 4weific . praisicins of this bill that
make the lderal Goyvantent the employe'r of last resort.. While

. worthy in 'principle; the pOgrain.aS specified in H.R..50 'has a critiCal
flaw; It require8 the piSnsient of prevailing wages , defined where
.applicable as the. highest of, tlie f011oWing -4 the .Federal mininumt

0 wage, the State 011,local iOinimmii -Wage, the.preytsiling wage:in State
or local gOvertunent,. oe.ttie Pi-evailing wage fti construction aS speci-

'fled Ity the DaviS-Bacon Act.. ,.
. . tr °-This progranr,---find fhesuoyages-wonid have:profOuud inflation-

ay consequences-for several reaSgns. First, the progi-am would result
,. -in 1)Stanfial'cost-push pressures; Private labor: triarkets wonld' be

tightened, and tbis: would cause 'privateeutPloyers to bid up wage.
rates in order to- obrnin and retain workers. Also,by making public
joliS available at attraclive Wriges AS a itiatte.1- uf right, the program

: would-encmirage workers now.employefl in the private sector Act' press7.
: for even larger Wage.gains, or- to fi;ansfisi to governmental jObs. As

anexample, .any construction projitA'ander thiS hill. WOuld pay. the. .,

'gohig union rate ; but 'since a. la-i erpreportiOn of-bui4ding in the.
Unifed SateS iS IfonlIniop, this .ige would be-, higher than many _r rr

, 72 -531-76-r-15
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const.ruction workers now -receive and would provide an alternative
preferable to their existing jobs.

Second. the employer of last resort program, ii-s-----specificd, would
.very likely Cow, to generate significant demand-pull pr..7.: yes On
prices. Given our demonstrated national 'reluctance to raise tit: ....
Sufficiently to cover inereases in Governnwnt spending, the financing
of the program would tend to add to the Federal deticit-Avery sub-
stantially so, at sonw points in time. Thi, year, for example, the
Federal Government will spend close to $3 billion to support-. some
3.20,000 011)11(7 service eniphivincia jobs in State and local govern-
!neut.:Ile program propilsed by ILI:. 50 has the potential of being
Many t 11111'S lar!rel .1.,11:111 this. Its attractive wage provisions would
druw uot only, front,- the unemp.oved but also from those working
part-time or at less desirnble jobs. and from those not presently in-
the labor force. including retired persons, housewives and students..
The upper bound of potential participation cannot be.estimated with
any de,ree of accuracy:But it seems quit% possible that sever0.mil- .

libn joiTs might come to be needed to employ 'all of those seeking these
positions at the relatively attractive rates of pay that would be
offered. Such ii prOgram might therefore involve ;$30 billion or more
in outlay's at .eurrent average pay scales. I might note also that we
have learned from the existing public service employment programs
that rest o6ots in terms of ,reduced transfer payments wider other
programs May not. he as large as is often thought. On4- about one-
fourth of the public serviee enrollees in 1975 had been receiving On-
emplovnamt insurance or piddle asl-dstancetrior to participation in
the progrant.

Far aunT away the most significant defect of the bill as far as
tion is concerned, however, results from the limitations it places On
the exercise of monetary and fiscal policy. If I interpret KR. :-)0
comet ly. sucji polieies are to be directed solely to the achievement.of
the 3 percent unemployment goal until this target is reaches. Only
when that rate is, below :; percent can macroeconomic tools be directed
in any degree to the problems of inflation atul econonitc
Instead, these -fundamental techniques of demand management-,,

throughout the world in govermuental efforts to eombat inflation
as well as unemploymentare to be supplatited in the hill by a series
of specific program Mitiatiyes. Th, list of these. substitute. measures
includes. the following,: a comprehensive information system to moni-
tor inflationary trends: pro!Trams to enconrage greater supplies of
goods, services. and factors of production; export licening; estab-
lishment of stockpile reserve of .food and critical materials; enConn:
agement to labor and management to raise productivity through vOl-tilltary ;ill- ion : and proposals tnincrease competition.

Whatever, the individual merits of these programsand sona-; are
worthy of -care fuil considerationone fact. is abundantly clear. They
do not constitute an,effectiVt policy of inflation control.. We believe
that it Vouhl be a most. serious mistake to discard the. use ormonetary
and fiscal policy without first finding some effective alternative means
of constra Min.- inflation on an enduring basis.

Moreover, t lie bill's adoption of a trigger point with regard to ecb-
noude goals simply does yiot provide a workable basis for emplovino.
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accumulated knowledge about the behavior of the economy. It would
not be practicable, in niv view, to focus macrocconomic,policies ex-
clusiVely toward a. full employment goal and then, at a ,given point,
abruptly shift attention to the containment of inflation. That is anal-
wrous to approaching a, stoplight at top stwed. and- then hpplying
trio brakes With equal. vigor; tlw nimnentuni would be stire to.canry.
one into the interseetion, or Ill(' deceleration to send one through the
car:s windshield, or more, probably both. There rleds to be the lati-
tude to modulaie :viol balance policy objectives tv changing economic
circumstances if we are to have any hoiw of aaneving a laSting _eco-
nonlic prosperity,

The changes romired by the bill would go considerably .beyond
harrowing tlw options for modillating imicropoliey objectives' ui ac-
cord. with per('eive(1 needs of the economy. Tlwy would also alter
dnunaticallythe features of the exist ipg prooess for review and over-

he monetary policy fnnaion. In this regard, S woiild like, to
direct, inycm to tWo specific proYisions. First, the President is
required to recomment . iicular plan for monetary policy and to
snbmit it annually.to the Com.., . along with his numerical goals
for employment, protTuction; and pure m )(wet... Second, within.
1.5 days of the President's report, the Felferal e Boa'rd i4trre,
(mired to submit its intended policies for the coming ar_to the:
Congress. indicating the extent to which its plans support the' gii-als-.
of II.R. 50 and providing justification for any variation from the
President's recommemlittions.

'Ile Federal Reserve Board Strongly objects to these proposed new
procedures on two grounds: (1) they would alter the traditional rela-
tionship between the (7ongress. the ederal Reserve and the e.xecutive

.

branch in a way that could \\Al we detrimental to the econoinc
wellbeing of the.nation, arol (2) t u.ocedures specified wmild seri-
ously .impair. the ciirrent operation. 4eibilit y needed in the formn-
hition and conduct of monetary polte.y.

'Ile Federal Reserve Act. was carelully drawn to spe,cify a rela-
tionship between the Comrress and the Federal ,ReserveSystem that
Would serve to insulate the monetary 'authority -from short-run
pnl it iral pressures. This feature of the act stemmed from a well
founded concern that excessive Government. :Tending:could be aided
aml alwtted if the executivt% were granted thetanthority to control
natimi's money supply. It is a. fact of economic history that. govern-'

ments everywhere have come under great pressure to engage in mas-
sive deficit spending, at one time or iumtlwr, even though this patently
jeopardized the longer-run health of the economy. History also is
replete. with the inflationary conseqUences that have followed when
govermnents haVe given in to such temptations, and have then sim-

run the printing presses in order to supply the money needed to
finance eheir deficits. .

The need to turn to private financial markets in order to .finance
delicit public spendimr performs. an important function. The proceSs'
of financing shi ft s pu rchasing. vower from private. savers -,t4:). the
government, thus . tient ralizing !Mich of the, potential inflatitnary
effect. of deficit financher. While the necessity of finding willing in-
vt.;st ON imposes a market discipline on the scale of_aich. deficits. But

1
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even in the United St: ,s.'where this- diScipline 111'0V:610r,
the. Ftderal budget T4-4iLl* ic deficit eYery,year bin, one sinee,;19(10,
Thei:e is not hilt, in I 111,11:eco,ol that suggests that ,we can relent in the
battle to Ovoid excessive deficit 'fiinuwing. But instead. H.R.,50 pro;
poses to weaketr one key safoguard agailistiinflaelonary
,hy introducing the1executive branch explicitly- andiurbliely into the
initking of mullet:in*, .tiul wOre the Congress,to mandate these
new procedures. it also would sirniticantly qine. its preemilfent
in the oversight, of the monetary ,pplicY

4.

foreover. the 1 woposed proceiTitrti: for the!,121:1 fining and eva
t iOn of unmet ry policy are. Inv (*Oral hinal ,riv,itseTs, inferior to tliftie

'now in place. ITmler I louse Colieurt;ent Resolution .1 332the reaeral.,
'Reserve ,Boaril presently mports tpuirterly 1111,-eto1101 ltie and finant;.ial
developments. :lull specifies -its currenr'expeclaiionfor a vari'et6- of

"monetarY 11,,,r1legateS to the-appropriato..7.'ilersight. qes ofNt he
:Coiagress..T.11i. great advantage of this rip'Ot*2 that it--
pet:tints theyederal Reserve the flexiAilifieci*a mone-
tary l)OlieV 10 ellanHlig echnomic pl".*c.iFe.spro- "-
posed' in would sharply curtail such flexib"

, -, ..,...o.:Thi,,,, :H., two major chan!res in 1 he .ekisting lu-ocess I-etillr.d by'
hill : ( I 1 r)olic'.y planuing i's moved 'from a quarterly tie) \olat.',*,,,ill effectiv('ly be a 1-2..... to 1 5-mOrith reference period. and,,i2.)

there:wpithl appear to.be nil !inalterable commitment to lover-terin
t plans for mollet arv policy ill support of.specifiod numerical !Mt ional

t
1..' economic !mills. t'in rho brtsis-of experience. the 13oard is convinCed

ttuit tliese changes would maloY.Alie.propoSM phoming and' evaluation
.. process too rigid te la' Wol:kilblV. III the \first:,plfice. tile ability Of
(Tunomists to forecast..economie events for; a year'or' nini-e into the
flit tire with any high (lerree of reliability siniPly dtios iiot'exist. Two
tat 1101.' notable recent :illustrations of forecasting"inipreeKsion come
ituickly to. mind.: the exfradrdinarity high rates of inflatidn that do-
Yeloped in 1973 and -197-1,..that virtually no one...'foresaw...and the
severity of the,197-1-75 recession. whiMI Ny:i; also quite unexpectlal. In ..,

. eitner case. would have' been a.s.orious error to adhere. fo outdated
. plans ba*d upon. ecenoinic: forecast§ that proved:lo 'he: Wide of the
mark.

..,., ,iiI-n, addition. the. current stilte of knowldge about. the relationship
.

between movements in the monetary awrrecra;tes and real econoinic,":,-. t-.activity is not nearly so pr6cise as the comments of 501(1e, economist's
Would have You belie.ye.$ in recent qua-rters, 'for example, there am
pears:, to have been a (Irani:16c reduction in the ailiount- )f Inony
needed to finanee the riiie'iti.C'NP.. Under these circumstances, hold:
ing to a course. of 11164(44v expansion that might hfwe-been sag-
gested-by historical nuitiOr(4'N relationships. could have been qiiitea
datnagilig. Speculative aCtiliii .. wtiiiltl have been. encom-aged. -thus

,sowingt1 seeds for future economic. instabilily, and the irionefirry-
lmse inieditf.well *have l)evii )id for a renewal of intense iiklationary

'Yeelinical mid- financial innovations, accompanied 1.S.N7 "regulatory
eliiingeS. Undoubtedly have accounted in part for the Slower growth
ill the' twrrowlv defined mail stock., For example., the spivad of
overdraft vlierldn!, account credit privile!Ts.itiereacil use of c'redit.

. , 4
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eards to facilitate transactions, :mil Cite' intrbfluction of saYings tic-
.counts at commercial banks -tor business firms all' have tended to
oncourap.o greater ettonollti./iii- in te use ,of '6ir'rency and ',checking
account balances. These etrects,,:roW not have been estimated with '"' -;-
any.becuracy in,advafte. however,And in any event, I do hot think
that they provide a complete explan4ion.. The fAct is that thereis a

;pptjitial fot short-run volatility in monetary relationships that ca,ii -
'niake econontie forecasts based on monetafry inputs very treacherous
-inded. - .

.

'.- Theso .tineerta Alt ies about': monet:ary and economic relationsliips .

uneerttiinti s,' that are partigulartW marked at present-L-will require
vigilance ai d flexibility,:by the FederalTeserve in the mOnths ahead,.
and serve t point out the need for flexibility as a Characteristic of.
t ke monetai --policy process. Ours is an extraordiharily coMplex and .

dAatitic ecc witty : its linkacres and respones are. still 'imperfectly
... understaod mid probable always..will, be. Thus, in order to' acCom-

plish the objectives of economic stabilization, the, formulation and
comtuct, of monetat.v, police need to retain.their fleXibility to adapt to '. -

. , unforeseen dee ments in-our economic and financial sy tem. For
these reason Ave believe the pnivisions of H.R. 50 with .espect to
,the mormtar i policy planning process would serve to...reduc th4con-

,.,tribntion th Yederal Reserve can make in lielping to achieve our
nation:11 eco omic froals..

Let mi, tui nowto what this bill has to 'offer by way of improving
the tradeoff. wfween iihemployipent and inflation.

We have all phinfully learned that the unemployment-inflation .'
..itrtule-pffm ich is generally' thought to lie shaped by .ohr endoW-./

ment of hum n and material resoneces. our economic institutions and
processes. am mr social practices' and aspirationshas grown diS- .,

.' tinctly more tin vorable in ,recent years. A imple but usiful Mils-
tration of this det .ioration is the so-called ( comfort index, which
add§ together the ut employmenerate and the 'of increase in:con-
sumer prices.'Last ear, that index' was 15.6, wMle a decade tigo it
was 6.4 and two e des ago 4.8.,

. ,
High tnemploYment side by i.de, with high rates of inflation pre-

sents the inost .difficult problem facing ecOnomic policymakers, not
only in' the United States bat:throughout the .world. The' sources of
t his problem are far frotn fully understodd, .but 'an important' part

44appears to be structural in nature and. therefOre, relatively immune
.to monetary and fiscal policy. A look at the 'composition' of the un-
_employment figures illustrateS' soma of the structnral impediments in
labor markets. Groups experiencing- the greatest .barriers discrimi-
nation. marginal skills, lOcation in depressed 'areas=baYe 'jobless
rates.well aboye the national average, even when:the econothy is not
in a recession. For example,. in 197-3. when the national aeerage un- .

employment rate was 4.9 Rercent, b ack joblessneSs was 8.9 percent,
while 14.5 percent of all teenagers in he, labor force were,unemployed.

.

The bill properly recognizes the it Irtarice of strue tral-problems .
and suggests a variety.of programs to alleviate' them'. T iere are Many
such programs :that might prove benefici41, but I believe that'. two /
broad areas deserve 'special .emphasis. First. are programs that wourd. -
help increase competition in product and faCtor markets.' There i5

.
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'need to renssej-is the ,ettevtiveness of our antitrittit legislation---1;with .

reganl to both Ws;iiie.ss and'IabOr practicesL,:mil the ant i-competitiy.e.
'etlects of FeleiaL regulation ofall kinds. We, ne4ql ,glso to reexaMine
the vests. Ad benefits of si.cch federally' mandlited programs as the

*pl Davis-Baeon' Aet...the ipininmin',wage for teenavrs amlextemled.
employment hisiiratice. Second are programs tlTat would serve twin:.
cpease -over .thne the emplvability-of thy jobless. We need.better

:Anore imaginative training programs and au improved labor market
infOrination .systell't that, ,vould :match job,yacanc*Ts, with. available
pjople. pee'clutP?: oit a .naticinal basis,

Qiher programs are worthv of conshlerat iOn1/4 We lUnild '.seek out
ways to encourage more itivtment in productil:.es plant and;
ment. through stronger nwentives and perhaps some veyisions in the:
tax laws. We should stresprograms to improve7elliciencyiii-both
priy.Mc:and public sectors. In' this reganl. the Board wofild endorse.
the prinei'ple,of zerOlbase 'budgeting. which appears to be conteni

' plated by dip feature-of requiring -an annual review-of ode-
fiffh=by dollar valueof all Federal Government progntnis....

alew emphasis on :-:trortuml programs such as these_ twetly'.T
with prudent monetary and fiscal policies. will provide our best hope
'for .achieving the goals of tlie EmplOyment A'ct of 19-16: But the,
BO4rd belioves that while re:tssexting these goals. would. M
the, end 14.coiniterproductive in the.ettort to achieve them. Tlie
would release a powerful onibinatimi of-,deinand:pull amf cost-pit:di
pressures on prices. As lei been demonsi nited by..the experience of
many.other countriesand to a degree. by onr rece,nt experienYe here.
at lioinerapid inflation can breed economic instaMity and ultimate-
lv retanl,4not .promotethe growth of productive jobs. If. we 'are.
truly, to roonnit.ourselYeS to flue broad goals of the 1956 -art.-we-need
prOgrams and policies that 'achieve ii greater balance anion!r our
economic objectives than is recOgnized in ILR. 50.

Thank you. Ir. Chairman'.
DANIELs.,Thank yon..11r. l'artee.
Partee, your criticism ot 50. you .set forth. in thikbe-'

gifyiling;of your statement that one 4 the -!Yreat weaknessys is 11,uttlit
deiill:;with the question of unemploynie4t. to reduce it .to the.level

pvreent in a short period of time. but it doe, :;. nothing with
lion. ll'hat would you recommend to eorreet I hat deficiency ?

.

Mr. P.urtmE. There are two recommt,ndations that:I Would
The ..first . we avoid numerieal classification: -and nir problem '

is in the specified t rink record Ahat is set -fortli arbitrarily in I he hill
in.lerms of thne and in terms of the jeml of unemployment to be
rekhed.

II Dkx 1ELs. Don't you deem. tin unemployment rate of 7.5 percerit
*hick prevails at the present thue..and which has been .considefabl v
higther in theAast 2 years an unconscionable rate of unemployment
dul1:41111st l)t dealt with? .

Ar. PMITEE. It is very high. rate of i_inemployment. but. the raie
Year ago. l -hese very high miemployinent.
e_recession. What ,we ne'ed to' be ooneerned

t over timean average emrployment experi-
.er.tinte. It .anp. I too deinandinr in terms of

was, clise to .9 iKu
leVels are a proot
.with is Nil empl
encelhat is fa vol

'4! ''.
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making progress ill reacliiiNg- a particular number...we may int rodnee
the veonomic instability that will bring- a higher tiamployment rate
rather than a lower One. Thathas been the experience of a great
many countries that tried t() engage in full tmployment practices,
stich as (.4reat Britain.

The .second recommendation I would make, tAtet away frop spe-
rifle. 111111.Ibe-rs, would be to 'introduce. priee stnbility and economic
halanee 'also as Objectives of the functioning of the economic tools
11 au tlw ecOnomyIms to offer. That isn't done specifically in the Em-
ployment. Act of 1946_ although the term "maximum purchasing
power" has been sO construed in a 'broad sense'by the Federal depart-
ments and agencieS. :

IYANIELs. What' in your judgment is a. fair lind.reasonable rate
of unemploynwuk in i full employment market ?

Mr. PArar.E. Well, the difficulty with. that questitin is that it de-
penthi on the circumstimces. I thiAk that we ought to work to get the
job oppoitnnities in the country tc-,i high. as possible,.but I think we
havolo do it in an orderly, balanced manner. If we push really hard,
we are going to lose'it..If We shoot too.do-W, we.are not going to have
adequate improvenwnt. If we could developn good economic recov-
.zry. and 1 believe we are in the process nowit seems to me t.hat. over

,tinie one could expect tlw adult nnehiployment rate to continue to
work tlownWard .to percent or -therenbonts on the basis of macro-
:policy.'

.

.In addition.1 f WO.00111(1 be succeAsful in some of the..struetural tiro-
giluns t hat are proposedthe programs to increase Competition, to
reduce' impediments to the. movements of resourcesperhaps that
.would help people to find 'jobs and to be trained for.the jobs that they
would find. We might then be- able to go below -I- percent. But' it
would .he cond it ional upon success in those structural programs.

rhave been in Washington quite awhile as a stnti Man and I have
seen efforts to work on structural unemployment. in the early sixties.
Those progrants wore very well intended and, some of them were
ima!rinative, is a very slow process.;4o it is only as I would see
progret-;.s -ill -reducing thee. frictional sources of unemploynient that I
would feel cent fortnble,wit hi trying to push to,a lower unemployntent
rate. lino is why I don't wani- to give you a particular number. It .
juA. depends on how well we (10 it. as we lead tip to it.

Mi. I ). Lmus. If we ;we going t9 do a good job, don't yon think We
have to deal with numbers? We have to reach some reasonable .fip.nre

.. and .1Ve cannot.. onlx deal with the economy of unemployment, ,Init
'also tlw ques4 molt ot hplat ion. But if we (Iola .have7 a goal, how are
you !voing,to properly obtain a successful program?

Mr. l'AirrEE... I think the better Way to do it. is to ask.for an mu.-
..counting on an annual basis to see hoW WO are. doing and to see. how
!Mich call be -dope Without. specifying 'as a matter of law a. -partic-
ular. longer term .goal. r think an accounting of stewardship is a.
sat is faeory Way ,th g6 about ir--Tto appear be fore vommittees such
as yonrs and reportonwhat has been happening.

Mr. DAN LE1,!4. 1VIll he you object to the question of inindwrs, is it
not triw departMents are dealing with the question'.o.f.
numbers upemployed ? .

1 9 8



< 196
t .

Mr: l'AnTEE.' That is a 'statistical- atter,, f measuring ,.what the --
Anompl(qment rates are. is a di ffere it thing

My. DAmEcs. It would appear to ne that tho3;e figiuN, are im-
portant initheirigniticance and they s .ould rave some r evance.

My. PAlk rholk I am ilot being n iderstood. I would not
argue that one should avoid nuntber. s. of repOtting what tis
happening and what is possible. What; I tun. tying is that the target
objective that:can be reached i.5; a condition f the Way the economy
is operating and the.sucecs.s that is 'king ex eriencegl with 'programs,

. developing. programs pf the kind wc have roentioned, and .therefore
would rather have the reporting on an annual review basis;without

setting forth ill law a,specific objectiVe that kas to, be' reached in .avery mechanical arbitrary waY..
Mr. DANIELS. What povhs of H.R. 50 do you like'?
Mt. PARTEE. A considerably larger effort in the stractnral arca ofdealidg With jobs and 'dealing with people and, dealing Ayith the

interfunctions of markets is quite desirable. We dre inclined to favorthe idea Of .reviewing quite thoroughly a. 1fthi of the 'Federal liludget
every year "to see if there are inefficiencies. I li1;:e the proposals forvolunta4 .ell'ort4 to 'try to imprave: liroductivity rtha perhaps havelocal productiVity councils to make an :iMprovement in the per-

° formanee of the Vnited..Sth,tes-eeenoiny a national cause. I think thatthrust of ti4 bill is'extrennly desirable. = .
Mr. DANIELS. Would_ you see 'any hope 'in die-. enactntent ,e1

. .)0 by modifying those phases of it which you find .disagreeable?
SIr. l'AirrEE. Mr.-Chairman, I don't have. enough detailed krmwl-

edge of the bill to becable to say whether it is better that the pill be
modified or whether it .votild be better o..start off 'with a fresh setof proposed ame.ndments to the Employment Act of 1946, I..mirst,

. v I read again that Employment. Aet of- 1946 a couple of days agoand it Seemed to' ine very wordy and hard to get through; it cer- iiainly could be simplified and made More' understandable; There- iSalso no mention of price stability as a national goali-Tno specific
attention in the' Employment. Act Of 1946and' there is no recog-
pition-olthe..desirability of having ,structural programs or mandat-in(* structural programs in the 1946 act. TheSe would be desirable ,-aglitions. So, whether one does it by in effect. going back to the Em-ployment Act of 1946 and. making °more modest changes in that orby revising .the present qUite 'extensive bill, I ani nOt prePared tosay.:

*Mr. DANIMIS. Do you_believe. that -air uneinplotneneqate of 3
percent is achievable. in the iihort period of 4 years?

i-ParrE.- I thkink it is a very ambitious goal. I am fearful -that
ouly undtr the very. best Of circum_stances I, can. imagine eould it -beathiee.edI.If the economy develops.in a balaneed way ovev the recay-ety .and if we don't; have 'any more major shocks. to.. the 'economy:7-such as the Arab oil ethbargoof couple of 'year's ago and the_ sub-
sequent qlradfnpling of . oil pricesand if Ase begin- to workon.the
structural prOgrams and .make real progress in improving the strUc-
ture, we might reach that level in 4 years. Burt I aril fearful'also that
an effort. to do this that is Hind to other .devplopments that might,he occurring could bring imbalances mi.(' real diffieultics. so that by
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4 years from, now wo might have inibiced another deep recession
,rather than dijoying 3 percent unemployment.

Mr. DANIELs.Mr.Sarasin.
Mr. 8-must:N. Thank you,..Mr. Chairinan.
I ^want to thank you for your Try comprehensive Statement. this

morning itnil .the manner iii which you have .criticized H.R. 50. I
Aink it is open to critici1601:

The coinment you. made regarding Prevailing .wages I -think is
extremely importailt. T. wonder if you could expand on it with e-

Aliect, to the prk-ailincr ivages and Davis-Bacon wao-es beincr paid.
'MP. PARTEE. Mr. Congressman, it is a very untierstandale thing

for People to say, "if I am going to have to work, I..onght. to get
regular.wages even if what. I. am-going to work for is A special gov-
ernment pirigra,M." ,But the difficulty with that in economic terms
is that as soon .as you pay the .wages in these special prograins that
would lie paid anywhere else. in the econoilly including the State
and local geVernment unifs ,or the Federal Government payrolls,
you Mieetively reduce the desire of people to get out of that program

mtback to other jobS. So.,t he tendency ,will be to tighten the private
labor markets substantially and to create a :permanentnot a tem-
poraryprogrant for goverirment as the employer of last resort.
That can be very Ostly. . .

In addition, there aiZ other problems. For example, there are
regional variations in rates of pay that are, quite important. We
looked at the, average rates of pay for State and local employees in
New York State and conipared- them with fates of pay, for State
and local employees in West. Virginia, and foun(l that. the. level in
New York State is almost double that in West Virginia. If yon aro
going to pay State. and local wages in this temporary program in
New York, what is to prevent the regular people, in the regular jobs
in low-paying States from going into the higli wacre structure, of
New YorkState?

\ .

..This statement, is true arso of construction. The Davis-Bacon, Act.,
as IThnderstand it, requires ,that union)wages- be paid on any Govern-
ment construction project. Normally,nhe. prevailing wages in the,
Davis-Bacon Act are the union wages in the, nearest city wliere then
is-a trades unidn.*So you can gO out. in the countryside, and find that,
such a job will pay the Washington or Baltimore union Wacre Seale.
BUt the fact is that a ;great deal -of the construction;wori in the
'United States is nonunion. Almost all single-family housing is built
by nonunion workers. The nonimion _wages are .signiffi'antly less than
the, downtown union wages scale for the big building work that goes
on in the city.

.

So it appears to me that. a constration worker who ordinarily.
would be building single7family.houses out in the suburbs might, wen
-*der to liave an employer .of last resort job that pays the ..Davis-
Bacon scalesubstantially :More than he can Ordinarily make,. And
the diversion.of tlitse workers from the suburbs ivill drive, up wage
ratts there, increase the Cost of housing still further and- perhaps
create-actual shortages of labor in the bpilding of single-family honSes,
which is what the. Public really wants rather than thelmblic buildings
tljat would be built under the Federal works project. proposal.

72-531 0 7F
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Therc.ae lots of difficulties here,,and I think a ..lot of them are;
.causell by this, insistence i'm iirevailing wages. If it Were a, modestwage, if OnNlerson had a eonsiderablelincentive for moving back to
private:. labor markets at the fii:st,.. opportunity, Why, tlw inflation-, ,.
tti'y efleets of these prograins would be farless.-revere. ,Mr.'S.ktiAs. Is there ii way to. structure that ? Would you sug-awf that. it,goinething like this were to be: adopted, the wages .wouldle. something less than 1-00 pereent.df the prevailing wage..
,. Mr: PARTEE. That iiight be-helpful. I still haVe, the difli(ultV with -,.. . ,

,regional 'differences and tla, trade differences that. I tinnk would
.cause movem.ents both geographically . and f4i1111 one otetivisty, to', ..anotherl. But sit might be helpful to have a dis,count frOm the pre-vailing-wage. And it might be, alpful to'trecognize that what we .ake talUng about i.,t the.Goverpinent, as an employer of last resort,'net' an egithl emplo)k.r bit one that provides- a pface that a per.sonep go to get work if': he can't.find it elsewhere and that, pays, ainodest Wage to the person wlAile he. is _engaged in Ant partkulr

,t ct'ivity. ,
.Mi.. .S.litiksix: .1-0..u .mentiolled the British exIwrienc.e, would -you, ez_pand on the lesson we might learn from. their experience.,-lfr PAirrEE..As most of von tire aware, the average inflation ratel

in Bin ;tin last Year was very hi;gh.--abodt 25. percent. That inflationresulf01 in I )iirt fi.om the 'large wag*e. increases 'Won ,by the-..union
grw.os essentiallyfor .t he working .man in Britain.. But.- ie effect'.of.t' 0 high inflation rate was to make people much more , nserva-1.tive ,,,s to what they were prepared to -do in terinR- of Committing
themsel-vest,l() the future, and in terms of buying goods. The saving
rate rose substantially in Britain.. Investment declined; and inven-.tory invest Ment fell off. The result of thos. deycflopments,- and theireffect on -people's attitudes, was to cause a deep recession in the-country; in. Britain, over n million people currently are nnemploye\-1. -This is about li 5 percent 'imemployment, rat'e, whereas the typicalrate the British-on look b4..ek to is.11,/, to 2 percent. This _is a woun-try in tk.hich nearly GO pert;ent of the rotal'flow of income, after-taxineome, is controlled by the' Goveiihment, in the effort to provide fulleniployment and fund their many ;ocial programs. But the, endsuit has been poor employment conditioLS, rather than good employ-ment conditions:.

..

. That is only one of a number of examples.r can give. For instance,yon may. lia'e, noticed the. press rephrts that. in the SouthAmerican
country where the. Government,reeently changed,' the rate of. in-flation had -been well over 500 percent- per'year, This is wha,t,, happens
when you -create money simply ,by running tlrts Government. printing,press.

,b .

.Mr. DAmnr.s.. Will yoti pardon inc. sir? The .full Education 'and,
Labor Committee is inecOngt at the present time_and they neid mein: -iteN there to constitute a quorinn. So if-you 1111 excuse usfor a fewMinutes.

. ..

Mr. MEEDS. :Mr. ClOrman, I am gOing.'to be at'.another meeting.
Could I just ask one or two questions?

I am very sorr'y I wasn't here to hear. your formal presentatioO,..
and I am sorry I haven't been able to read' all Of your prepal'ed_
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1,99 -e?-statement:But looking on page 3 at your prepared stateniont, about
the, middle of the -page. I find the statement :

Thus. our postwar experience suggests that achievement of 3 'percent num:47pl4hient 6.plcally is accompanied by substantial inflation and foltowed by
economic decline, rather than by ,stistained full employmeht.

I know we. don't have time here to gojnto this in depth, but, it
strikes me as a bit of an oversimplificatien. It, says to me there. are
a number. of othel. factors which are itivolVed ih inflation in addi-
tion to lifgh ..employment. The next witness- I think is Alice-
who I think will be, testifying, and she has presented her testiniony :-
with a chart.

Wonhl you make that. available to the Governor, please?.
On page. 12, she has a chart which. 'harts the course, since 1950 of ..

imemployment and inflation, and while 'I think until about 1964
there appeared to be,a relatively direct, relationship between inflation
and unemployment, that pattern has been much more Irratic since
1964. There are. a number of factors with regard to both unemploy-
ment and inflation other than the relationship that .one bears to the
other, such as the high cost of oil.

.

Mr. PARTEE. Yes.
I .wouldn't disagree with von one bit., Mr. COnffressman. Yon can

see that there was a peak back in 1950 and 1951 wilich was due to the
Korean War and the .expectatiOn of scarcities. The second peak in
1973 and 1974 was due in.,part to the oil embargo. But I would read
this chart as- indicating..4hat. there. is an exaggerated contrary re- k
lationship bet ween inflation-and unemployment that' has developed
with the passage of tini..Thirt is, thAt the unemployment price in-
flation trade-off has 'teded tcrworsen.

. .

You see, 'for example,' When 'the unemployment rate rose in 1971
and 1972, the inflation rate .dropped, but it didn't drop to a terribly
low level. And wrisen the unemployment rate dropped in 1973 and
1974, although there were several futetors tending to exaggerate..the
rise. in prices, it was still very much _larger than we would have ex-
'peeled before.
. Mr. MEEDS. The chart -also points out that the postwar experience,

suggests that a level of 3 percent unemployment rate typically is
acCompanied by iiilistantial inflation.

Let me direct your attention to the period of 1967 When just the
reverse of what you say occurred. That is to say, there was a sub-
stantial drop in inflation and -the unemPloyment Fate remained rela-
tively level. Is that. not 'cured?

Mr. PARTEE. I waS direCting myself to the precise question of a
3 percent adult unemployment, rate. You will notice 'that in 1966 and
1967, the unemployment rate ist appreciably aboVe 3 percent. It is
closer to 4 percent.

Mr. MEEDS. Tn. the postwar history .of this country, it. wonld be
difficult, to find, with the exception. of 1952 and 1,954,. an examplewhich would fft

Mr. PARTEE. There is the period 1952 awl 1953 when the rate *as
a trifle below 3 percent, ahd there is the period 1968 awl 1969 when
it was a trifle above 3 percent, and both of those were periods of very
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high levels ;of economic activitypartly War-inducedthat ,were fol-
lowed by deflation. It is a fact of the Postwar experience.

Mr. MEEDS. I thought you wtTe going. to agree with me, bid you
are not. It isn't the factor 'all the time. There are some \other -factors
which come in.

.

Mr. P.ArrrEE. A 3'percent, unemployment level always is a factor in
the inflation rate,: My conunent here was directed toward the 3 per-
cent unemployment,rate.

-Mr. MEEDS. We hadn't reached 3 percent unemploydent at that
period of t ime.,

. .

Mr. PARTEE. We did:I was taking what. we. assume to be the com-

e,'
mittee definitien of adult, unemployment; tlmt is, an imemploymerit
rate for people 18 years and older, and it was a t fle below 3 pereent

'int-195:2 and 1953 and.a trifle above.in 1968and 19 9. .

\Ir. Mr.r.nsThen,.wOuld yon Ray to take an'example, I am not4
saying that I prefer to (16 thi* if we had .i.age and price. controls;
that 2 percent or 3 percent. inflation .faetor and/ full employment,
that-your Statenient would be. correct. 'Would it be accompanied by
inflation? '

Mr. RurrEr... Mr. Congressman, in my statement I avoided discUss-
ino wage and price controls. But I wonld,say to you that, with con-
troris, the, ectinomy might over a short, period of time be ,able to have
a high lever of einployment 'and a low rate of inflation. But the
di fference

. .
ME. MEEDS. We had-that situation,,(1,id We not, in Wodd 'War II

. and the 'Korean Wax when we did have wage and .price controls.
We had rapid acceleration in einployment, very low nnemploynjent,
wage and price controls: So we had everything whieh is exactly the
reverse of what you say in your statement. ..

Mit PARTEE. Mr. Meeds, I believe 'you need t6 take into accOunt
an appropriate tiine frame `of.- reference We. 'did in fact manaO
reasOnahle. price stability during the war. We 'also managed reason-.
able. pricriStability in late on and. 1972, with the. wage and price
control§ then. But in each casi--and I haPpen to have studied them
carefullydistortion4.and preSsures and economic inefficiencies bnilt
up; eventually the prograni broke down and there was an explo-'
sion of prices. So although for a while wage and price control may
be effeetiveHI .ani not saying it is: an undesirable thing under cer-' t ain economic.conditionSit is a temporary:44uVofmedicine to give..
That is why I say that I think iv,e htiyalcii0e. the conditions that
will bring an enduring price staliriitY.than a teMporary price
stability that will be follOwed by an 0.4t6sion Of priees.

. Mr. Mk.r.ps.4Fliank yOu very much:' '. . .

. Mr. IimilciNs. I think we have a glarhig, misintvpertation of
this chart.. .

Mr. MEEDS. The fact is, it. show§ almost the reverse of what he istestifying..
.Mr. DANIELS. I will &dare a short recess.
1A brief recess waS takeri.]

c Mr. DAThF.Ls. The subcommittee will come to Order.
Mr. Gaydos.

.

Mr. GAi.-DOS. Mr. Partee, are you familiar with the Foreign In-
vestinent Equtiliation Act ?
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M. PAirrEE.- No, sir, I can't. say that. I am,-
Mr. GA luos. Let me just hurriedly indicate'to you we. had an act

which was susp'ended by the President in the last 2. or 3 years and
which placed limitation on takiiig the American capital, sending it ,overseas to chase. high interesCrates and The conse( nee. Was a
shortage o,f -Amerienn capitAl.
...Mr. PARTEE. Yes, sir. The interest equalization tax and vo untary ,

.forei n credit restraint was a part of it. . .

Mt GAynos. As a- hoa0 member of. the Board 'of Governors,- yOu
woulj be fiuniliar with it. Do you think it ought tO be Wrought back

.again. -,.., ,.
.

' -Mr. P.urrEE.-I don't' believe. so: Ther4"are times 'when I think that '.;.:.:1

something like that might be. given consideration. We bad (741 '....-

difficulties with our balance of payments during the, periOd in mt."'hich ,..

it was in effect, and we also had at that time a tremendous drive to
make inyestments atm-caul by bitsiness firms. -But since them condi-
tions have changkd quite remarkably ; you may have noticed in the
paper this past:week that businessmen's plans are now not. to add at .

all to investments abroad. The attraqiveness of investments- iu Brit-
ain *Or France and Italyor in all the common market eolint ries
has dnuinished to the, point where there-is not- much incentive to put
funds abroad for that purpose. The United States dollar is a strong
cnrrency; in tl e world now, rather than a Weak one. SO I don't -see / °
that:I:here is ny neeessity for,it.

Let, me i ake one other point. Like, many other control .prdgrams,
7 there is a sort, oi a limited life expectaney that results from the fact
that the market develops ways aroundways to neutralize, if you
willthe. regulation. In this pa'rticular case, .there was a restriction
that. we had administered' On investing abroad the funds of home
office bankS and -home office financial institutions of all 'knitsin-
surance companies, endowments and so forth. The difficulty that -de-
Yeloped aS the years passed is that people with substantial amounts
of -money began to take their funds abroad personally where there
couldn't be any mstricUon unless you were t'o have exchange control :
barriers around .the United States. Rather than dealing with the
home, officie institution which was restricted, the people themselves..began . .

.,

Mr. GATROS.- if ppit would yield at that. point., under that act you
know that it was illegal to do that, under the terms of the act.' '.

-Mr. PARTEE. N6, sir; I don't believe it, was,- for an individual to
take his 'funds alnnad and invest them'. ,

Mr. GA yuos. He could do it, but he had an otligation to come back
and pay an equalization tax.. ,..

. .

Getting away from the subjedmatter, 1 did ask you whether .or
',not you . gould suppMf it and you said no, you thought its usefulness
wzi.0i,se1%up. Do you Olin]: the, Federal 'Reserve System has gone out

. .
'we should replace it.?

. ,
;fr,:t-rrEE. At 6O;4. is becoming an aged institotion;but ,I think

r4,th311:140 firriction has to ,

IA GAYDOS. Let's get into the, system we have here. Hhs it done a
pretty good 413b as far as inflatiou up to dateyou, the Board 'of
Tover o .s' in the Federal Tieserve.System i4er se-what kind of job'

done?
...
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M. PARTEE. 'Afr. Congress LAJAn; no one can take any com.fort,..in the
record' of ihis:country .ovetli. last decade. It has been terrible in
temp of both unemployment and inflation. I don't happen to be-

hey() that the, Federal. Reserve was responsible for these evils. We
were deallag with-the very 4lifllcllIt. situation of an unbalanced econ-

z omy with a greaf tleAl. of speculat ive activity and .. speculative senti-
ment irr it, a .targe deficit t hat .began with the Viet.nam war, -and
finally,the expvrience of all sorts of shortages, such a--S the fuel

...shortage. .

.Mr. GAY,noS. those are nice observations, but do you agree With
me when I make the observations' the Federal Reserve System as we

-f -have come to know it is a, factor in our whole economic problem, al-.
international, domestic or what have you? You have some re-

spionsibilities, don't you I
7 Mr. PARTF4:. I don't think it is a factor in the econonkAirnbion.,.

. ,kFthink it is a' fact or in the economic process. certainly.
't Mr. GA,ynos. Whether we arelalking aboui, the 1946 actWhat do
you think the purposeof that act was or is today?

Mr. PAnrEE. As the act clearly states, every effort that is consistent
with essential considerations of national policy

Mr. GAYDOS. Is the Federal Reserve System part of that?
Mr. PARTES. Of course. We consider ourselves to'be subject to the

Employinent Act of 1946 and we always have. It certainly applies
to the Federal Reserve and I would say. that the Federal Reserve has
not disitegarded the objectives of that, act. As king as I can remem-
ber, the Chairman of the Federal Reserve Board has testified, before
the joint Economic Committee on the occasion of the Econoinic
Report of the President, in February, and again in July.

Mr. crAroos. Do you as a person or as a policy setter or aS a mem-
ber in your official capacity in which you sit, do you favor wage and

. price controls at any time, in the past or even now?
PARTER. There are circumstances under Which I wouldbut

not now. I don't think they are needed now.
Mr. GAYDOS. Do you think when we did institute wage and price

-controls that they were effective at the timethat is, the original
price, and wage controls?

Mr. PmcrEE. In 1971 and 1972, they were effective. But I happen to
ilaVe been .involved in that program, and I want to point out, that as,
I ime, went, on. great, deficiencies and defects developed. And, it seems
clear to me, that inefficiencies were developing in the system.

Mr. GAYoos. You cited previously in some instances we had in-
flation along with unemployment, which is a new phenomena as far
as economies are Nincerned. They felt it should have never happened
in the past and iGis unique. But we have other areas throughout the
World Where they 'are facing inflation and enjoying a reasonable per-
centage, of employipent. There are other examples where people are
doing smnet hing in the free world. Let's exclude the others that
don't, have, the same type of internal government, we have.

Mr: 4'ARTEE. SODM countries are trying hard. I can't, say that. I
can see any notable success, t hat is. where the country hasn't given up
suNstantitilly on one or the other objective, exeept for Gemany where
inflation is rather low and the employment, rate is fairly good. You
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have to look at the institutiorral arrangements in each economy
separately to understand one as against the other. Germany is a very
special case. First, they have a 1 Ot of imported hthor, so there is
some give in theirAnployment rates since they can export that
labor again when the,: no longer need it. Second, there is a different
background -of histori al .experience with inflation on the part of the

. .
Gentian citizen 10-comparell to that of the United States.

.Mr. GAyoos. Are you saying that Germany runs their government
- differently than we, do?

stateinent to. a number of fundamental that I thi k have a great
Mr. PARTEE. No, I don't think so. I referred 12 of my

( to do with tlw employment-inflation trade4 ff awl that. do
( e like, a glacier over time, and they,have to 1,0 With first, the
en owment of human and material resources whic i in the United
States has been more favorable tlutn most countri s.in the world;.
secondly, specific economic institutions and proce. vs; and lastly,
social practices awl aspirations. I think tlwse are, tl .fundamentals
that determine the kind of results you can have from tanaging an
economy. .

.Mr. GAYiws. On pav 3, you suggest. that postwar experience _sug-
gests that a level of 3 percent unemployment, typically is accom-
panied by.subfttantial inflation and followed by economic decline
.rather than by sustained full employment,.

Japan has IIA percent unemployment. It is a little over J percent
unemployment.

.

Mr. l'Airrr,E. Mr. Congressman, you have to know quite a bit about
a country in order to make sense of such statistics.'japan has a-very,
high proportion al its people on the farm, for instamT, which we
don't. What happens in Japan is the people, as they are laid off
and ther are lots of intlustrips where they are laid offthe people
disaplwar back into the farm and no longer show in the unemploy-
ment statisties.

'Air. GAynos. NIitybp vc should he thinking Jibout changing to that,
policy here..

Ntr. PmrrEE. Tluit would be a pretty fundamental change, but
could be considered. yes, sir.

Mr., GAvnos. Do you have any reservations or any qualms or tut),
other feeling regarding our late colleagiw Mr. Patman and his re-
(west for a complete' arcouffi ing of the Fedend Reserve System? Do
you have any problems with that exclusive position that, the FNleral
Reserve System nov holds?

Nfr. PA WITE. I believe an audit. by-the General Accounting Office
is wlutt thy Congt!.i:-atian was referring to. Our posit.ion has been
that it, isn't 'nem-;sary. In the polies, area %VP are au51ited by Con-
gmssional committees, prineipally thy Banking Committees and tlie,
Joint Economic Committee; for our operations, we retain Outside
indepyndent puHie aceountants to givi us a very complete review.

Mr. OA y DOS. If I want to find out bow inncli you slient in travel
icig last year:where would I go? . . .

Mr. PAIrrEE. You would address an inquiry to the. Secretary Of
the Federal Reserve Boaril and you would be Odd in the matter of.: 1

a couple Of days.

2 06

p.



204

Mr. DANIEns. Will the gentleman from. Pennsylvania yield?
Mr. Partee, you state that. the Federal Reserve is required to re-

port, I believe.it i semiimmially to the.Congress on the eonduct of
its monetary policy. Has the Federal Reserve Board given the com-'
inittees of Congress the information- which it has requested with
regard to employment, production .and inflatiOn pohcies? It, is my
iinderstanding that while requests have been made. for suclu infor-
mation, it hits not been, furnishNh and I wouhl like to know why.

PARTEE. Mr. Chairman, what. we do is report on monetary
policy to the Banking Conimittrs. As the law is written, we are to
report, semiannually. But what actually liappens is that the Banking
Committees alternate., so that in one 3-month period we appear be-
fore the Senate. and in the next we are before the Ifouse. We have
indicated as required by 'the concurrent resolution our .expectations
as to the growth of the monetary.aggregates, and we have reported
on econonlic. and financial developments and, in a broad sense, our
expectatiom.aS to how they might develop into the, future. We
haven't honoreil the. reipiest of the Chairman of the House Banking
Committee to given numerical projections of major aspects of the
economy, sueli as employment. and real GNP, and the .reason we
hayen't (lime so that. we don't. ofliiially reach a core;ensus on .such
numbers in the. polky formulation proc4s. .

There is a thrust, a Movement. in tln; vecinom:v, that: is present, in
'the Minds of all members of the Federal Open Market Committee asthey vote on poliey. But we don't. come to any agreement, on the rate
of eemunnie growth that each mcmhel expects to be associated with
developments in the period ahead. So we, simply don't, have the offi-
cial information of the kind the Chairman.has asked-for.

Mr. DANn.A.s. The Chair cannot understand why you and other
witnesses that. have appeared are so reluctant to deal with numbers.
I don't understiuld it.

Mr. PurrEc. I suppose, that my difficulty is that as an economistr so aware of how imperfect. our foresight, can be. I suppose that
no one wants to he put, in a position where he can be, shown to be" wrong. 1 think that is part of it.

In addition, people don't want, to be put, in the. position where
tliey commit, theniselves o number.; which because of unexpected de-
velopments are pot, achievable,. I think that is another factor in
their rehict alley to do this.

I have, a third reason, anecdotal in nature,. I have never seen a
year in which the, major automobile manufacturers predict, publicly
a substantial decline in sales, and yet I know that the automobile
manufacturers at times expect that sales are going to be poor'. I sits-lied, that, making predictions a rooter of public record tends to re-
duce the quality of the estimates that, are given.

Mr. DANims. Mr. Partee, if we as politicians just lilerely discuss
things in general, in order for us to make appropriate and proper
decisions, we must have some specific information, and that is what,
we expect before this committee. So if you want to talk in general-ities, I don't think we are going t.o be able to agree on anything.

I yield baek,
Mr. G, voos. Mr. Partee, am I accurate in this observation that

although Congress generally can exakiiine the, questions and go
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through some partial. audit, basically you are entirely economists in
all your actions and the policies you- set are yours and nobody can
change theni. If they change, yon peopfe change them. That is basi-
cally a correct statement, isn't it?

Mr. PARTEE. I would have two qualifications. One is I don't be-
lieve that the central bank, although independent, runs a policy so
in opposition to the administration's policy that it just isn't .work-
able. I think that such an approach to policy would break down in a
matter of time.

Second, I would point Out that the Congress has the authority
and the right to inStruet us. The Federal Reserve Act is a congres-
sional act. The system is a creature of the- Congress. What we are .

administering is a power that is given -to the Congress by the Con-
stitution. Therefore, the Corfgress has a power to instruct us to take
parti'cular actions, and the congressional oversight cotimittees do
probe quite deeply and do suggest courses of action.

Over this last year, we have had two formal Senate reports-on the
hearings. In both cases, the reports supported the plans and the
activities of the Federal Reserve. I don't believe that there has been
a formal House report for either of its hearings. But we did in fact
.have the approval, if you will, of the Senate oversight committee
on the two occasions.

Mr: GAMOS. You are saying if. Congress wants you to act differ-
ently, they better pais somc legislation or they can-- '"-

PARTEE. They can pass legislation. They can change the act
or inStruct us.

Mr. GAMIC'S. It is primarily the concern and the interest of th e
Federal Reserve. System to basically fundamentally watch the money
sUpply, credit and things like that3

Mr. PAIrrEs. That is right, in the interest of promoting good eco-
nomic conditions.

Mr. GAYDOS. Are you sayingis that the secondary interast then?
Our employment Situation, would it be a dovetail-off or a side effect,
whatever you want to call it? It is not your primary concern, our
employment problem, is it ?

Mr. PARTEE. I don't mean to be, tricky in answering you, but bal-
anced economic growth is our primary objective and we, try to con-
duct monetary policy in the credit and .money area in a way that
promotes balanced economic growth. It is the economic growth that
is the objective, rather than any growth in the money supply or any
level of interest rates or anything like that..

Mr. (3-Aynos. Then, the specific items of unemployment, jobs for
Americans would be a secondary consideration or an accidental
affectation resulting from your economic policy..Is that, a fair state-
ment?

Mr. PARTEE. T would not interpret it so. I would say that our be-
lief is that sustainable, balanced economic, growth will give us the
most jobs in the country and will be the most productive way to
serve the needs of the country. We also have, to-take inflation into
account becausewe believe, it is a source of instability in the per-.
formance,of the economy.

Mr. GAYDON. Am I correct in saying the Federal Reserve System
has failed this country bec.ause of the unemployment situation being
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so high and so sustained' an inflation? Is that, your ,problem? Haveyou caused that by your policie.ond shOuld you cllange them?NMr. PARTEE: Mr. Coagressmmi, I don't thinkthat our policie44hayebeen inappropriate,,but I do agree Malt -the economic resnits in the"-economy have_ not been .good in'the last decade.. I don't honestlyknow -What to -5ay4 terms of how onr pOlicies eou'Id have. provided')
a nmterially better outcome. By the way, we are talking here todayin terms of a yery recent recessionwehad quite-good employmentlevels prior to that recession. Bitt I 'don't know bow, looking arthebrOad pattern .of development- Of the economy over the last. decade,how we could have had macro-policies that Would have sUbstantiallyreduced unemployment withont adding, to inflation or would havereduced inflat.ion without, adding further.to unemployment.

Mr. GAynos. Do...,you. think that our bank failures tind threatened .'s.--failiira; are goiAto have someeffect on unemployment?,
Mr. PAwrEE. I think that tuucertainty and concern it,i.e .always eco-nomic. factors to.be taken, inth itecount. In my- View, the pi.ohlems-wev------have had with a relative y M,few banks W. suceessfully..-keptfrom1,

. becoming univeesal 'awl- &using a financial crisis.' I na.louger'.be-lieve that this risks ;:eriopsly impeding recovety in tlic econatny. Ayear or so ago I-was4more uncertain about- that.
Mr. 14/typos. Are yon snggesting that we haVe nOthilig to',WOrryabont ii.§ far -as banks .failing Or are we having ally additiomat bankfailures or experiencing aza.oflier difficuilties on a broader seale thanwe have today? Is that what you are sayin4
Mr. PAnTEE. I think we.have passed the high water mark.Mr. GArpos. Would you,' if you dim, respond from looking at your,obse.iiatiancon page 7 when you say "It would be a Thost seriousmist akattVisicard the use of monetary and fiscal policy"I assume.. that. it iPoo;,itliiiiig Monetary poOicy"without first, finding some effec-tiye altemanve meatus af constraining inflation on. an enduring

basis." , ' . '.

po you Ihirfk thatlif we continue on the path that we are-now fol-'lowkg tliar.,Weiwill.have no probleM and will ultimately 'reach ourgoal' andthat is hope, inflation will be curbed and employment:. will be fill] I'lin
,I

w Minty more years do we need of this existing; . pol i cy, to obtain that- goal ?
. .

nr. PAIrrEr. Mr. Congressman, I would 'never argne tliat we don't,'have-problems. I would say to'you as a professional econOmisf that.I. feel better about the basis for sustainable economic recovery nowthan.,Illave4elt at any time in the fast decade.
prlOtilAynbs. What do you do with these people, that are mem--'ployed? Our present policies aren't working and yon tufty raise somequestions about. whether iris wise to extend employment to fhesepeople if 'you don't particularly like as a mat-ter of policy this em-'ployment as a last resort, although there are 13 million people inthis country working in all sorts of government. What are you.goingto do with these people, the unemployed? .

. .
. .Mr. PAIrrm. Mr. Congressman, I would point. ont.tbat.we, are, bay-ing a steady and substantial decline-in flue unemployment rate, andI would hope, that we. can look forward to a (iodine in thennemploy-ment rate in the months and years to come arid. that people would
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be. absorbed back into productive jobs ip, the economy. I think we
have made good progress in that-.
,- With regard to your other .coniment, I did not say that 1...wal op-

posed to the employer of last resort feature. I said I was oppmed to
the inflationary pressures that it would bring, particularly given
this aspect of competitive .wages that would have to be paid. As far
as extending unemployment 'insurance programs is concerned, I
think..it has been necessary over the period we have come through,
although I have ,no doubt that this haS added to inflationary pres-
sure. _

Mr. GATDOS..I have serious question as to the position you take
-when providing a couple million jobswill cost about $30, billion.

Mr. PARTEE. I was thinking 3 million.
Mr. GAYDOS. What do you do? .

Mr. PARTEE.. Three million jobs. at $10,000 a-person is $30 billion:
Mr. Gal-nos. Same of the Presidential candidates.don't quite agree

with- you-,- talking abbut $30 or $40 billion. They have prepared and
,they are statistically conditioned and suggested by economists to the
extetat that it wouldn't cost. anything because those people start pay-
in taxes. -When you stop depleting your unemployment cpmpensa-, . .

ti n bank, when you take a look at the overall' picture it is not a net
expenditure of $30 billiorh It is just not. going to be a .$30 billion
Outlay. - ..

Mr. PARTEE. I have an objection to the principle in the Sense of.
'tightening labor markets and -raising costs. But I also: .would. Say
that it is a very large outlay you are talking about.' .

Mr. GAI'DOS. I am talking about $30 billion..
.

Unless we -get some solid recommeridation,.this comMittee wants to
try something and we are going to try something through this bill.
-If .we don't 'do anything, we have.to live with existing policy With
the Pederal Reserve System.

Can I conclude then that you are. saying_that_yon admit_that_ex:.
isting policies arenot workinfast enough?

Mr. PARTEE. They have not been working well.. .

Mr. -Garnos. All right,-.let's start there.They;are t working weir
.and you have not at this time any new suggestioak? '.',',

Mr. PARTEE. My recommendation to you is rEltatix e develop esPe-
cially structural programs to, help improve

Mr. Gayness. How? .

Mr. Pairm. I have named quite a numlasr at the end of my stateMent.
Mr. Grainos, If We are going to go over them, let me conclud in..

' saying that I ask these qUestions from a Tersonal curiosity on my
' part. I do appreciate your position, and I woulkhope that mayb ...in

the future you can come back and we can have any afterthou hts
you may have or some suggestions as to good solid policies we ay
consider to fill this void that we agree exists. :

Mr.. DANIELS. i recognize the gentlen1an frotn California,- the dis=
tinghished author of this bill, Congressman Hawkins.

Mr. Hawturrs. Mr. Partee, 1 'assume that When' you made the state-
ment. that-you made about the Employment Act of 1046, .yon had
previously read the act.

Mr. PARTEE. Yes,.sir. C',

2 i



208

Mr. HAWKINS. You simply reviewed it because you came to testify3
Mr. PARTEE. I read, it first as a student in college.' , -5.

Mr.. HAWKINS. And you- have followed that commitnient as a mei*.
ber of the. Federal Reserve Board?

Mr. PAIITEE. I have only been a. member for 3 Months, but I have
it uppermost in my inind.

-Mr. HAWKINS. It makes a commitment that employment opportu-
nitics shall be provided for all citizens able. Willing, and Seeking em-
ployment. You read that pail of 'the act; right? Do you believe that
that is one of the objectives, one Of your-national objectives?

.31r. YARTEE. Yes, I (10..
Mr. HAwKINs. We. should provide opportunities for all citizens,

it should not be a set percentage; is that true? /Mr. PARTEE. I would agree, with that.
'Mr. HAWKINs. That percentage:does not rely on 'whether it may or

may not be inflationarY?
Mr. PAIrrEE..Well. sir, it....does. say consistent with: ether' programs

and objectives of Government and it, also says consistent. with Invi-
mum employment. production andpurchasing power. 4

Mr. HAwKiNs. What do you read in the phrase "maxTmum employ-
ment and production"?

7Mr. Rums. I think it is a recognition 'that economic development
is a process and that sustainability of economic expansion is an ob-jective.

I read secondly into that phrase the-concern that avoidauce of a
degree of inflation that would work t9 impair the .sustainability of

--77'.the expansion and ultimately to destroy jobs would be a legitimate
aim of Government.

Mr. HAWKINS. Aren't you stretching 'the act- a little bit by reading'
inflation into it? Dons the, act deal with the problem of inflation per
se?

Mr. PA E. Not pe r se. .

Mr. HAwKiNs. Does. it deal Withit in any way?
Mr...PAirms. Except that I believe' there is the- impliegtion of the

heed for sustainable expansion in-that phrase of -tlie5ftet, and I
think sustainable expansion ,requires that we not have a debilitating
inflation.

Mr. HAWKINS. So. at least there-is some implication, you think,
that inflation is read into the act ?.

Mr. PARTF.E. I think se.
Mr. HAWKINS. Is the ant speeific with respect to maximum employ-

ment, however, and maximum production? Do these specific points,.in
your problem outweigh what.. might be construed,as

Mr. PAarkm. I repeat, I think you have to look at. the. whole pack-
age. We Want. sustainable expansion and I think we neeCeto do the
kind of things That Will give us maximum sustainable exPansion in
the' economy.

.Mr. HAWKINs..Do you think that the Federal Reserve Board has
fostered .that since.1969 in 'maxinium employment ?.

Mr. 'PARTEE. Sir, given,the problems that'existed in the economy,
I think the Federfil Reserve.did the best it Could.
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Mr.. HANVKINS.. Has it, fostered maximum eipployment prodUction
and purchasing power as mandatedhy the. 1946-act?

Mr. PARTEE. Again, I don't...happen to haTe the act before me. I
belieVe those phraSeg, begin' with the word conditions, and then it
goes on, and I:think that the Federrd Reserve Board .has fostered

.

.conditions that it believes 'would give us in We long run maximum
employment.-. .

Mi.. HAWKthS:. You 'ard saying future expansion. I am asking you
if_____ .

.Mr. PARTEE. In the shortrun?' .
. .

Mr. IlAwritsS..From 1969 to 1975. we had two recessions and very
.excessiveinterest rates which were directly the result. of the Federal
Reserve Board. the tight money policy. Would you say these con- ,
ditions fostered'makimuni production and employment?.

Mr. PATAE. Yes. sir. I think they have."
Mr.' ITAwitiss. You think that 9 -million unemployed persons. offi-

cially uzfeinplIvra is natximum employment ? bo you think that the
12-percent infhltion rate is certainly something to be Considered in
terms of makinnun purchasihg power ?-Do you think that a produc-
tion capaci4Py which is operating at only about 70 percentof capacity
is maximum production? .

,

Mr. PARTEE.. As I said before...no .one can take any comfort, in the
edOnomic record of the last .decade. It has been bad. It has been,bad-
in terms Of ,both jobopportunities and prices.. and as I alSo said, you,
have to take into accOnnt thin you are reading. resiflts now that are
products of a recession. The .recession wonldn't have been stopped.

.The recession was an outcome-of tke economic development in t.he
years preceding 'the'recession mid could nOt, have been stopped No
the last. year. ..

..
.

Mr. TrAwitiss. Will yon explain the factors that cansed the 1973. . _and 1974 recession?' .

-Mr, PARTgE. Well, I think thews are three main factors. .

Mr. ITAwnts. For vhich -the Board :of the Federal Reserve, the.-
midministration are totally innocent-of ?,

.

Mr.' PAIrrEn. T don't think they are innocent. I think that we ran'
too strong a budgetaryexpansion which began with the-Vietnam wail'

..in 1965, but`continned intermittently over most of this period, and
s6rved to create iMbalances.in the economy. . Asia.think, secondly. that. speculative enthusiasm devehlped that gal(
us instability in the economy.-Virst in company conglomerates, Sec- ,

ondly in the stack market, thirdly ih cattle raising ont 2n the, feed
lots, fourth in real estatewhere thereAvas excessive expansion and

"excessive spenilin,rand finally in thg rapid .inventory accumulation
of 1973 and 1974.'-A recession became inevitable. A . ffe

The third factor I would mention ig-fhTit the rates of inflation
that prevailed in1973 and 1974 so upset plans.and budgets of average
families that they pulled in their hoFs and they ttlied to increase-
their savings; the result was decline, in .spending and a winding
down, into recession. Those are the kinds of *tors I Inn talking'
,aboui. that troirkht on this recession.
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-Mr. HAWKI S. Mr. Partee, you seem tO have overlooked/manY
factors. Do you recall the exCessive interest rates?

Mr, .PAti'rEn. 'Sir, I believe thaf interest rates7-those ratesare afunction of inflation. 0 . .-

Mr. HAwKIN's. Do you recall what they were?
Mr.. PARTEE. They were: the highest. .prime bank rate in history,

and in the summer of 1974 it was 12 percent. The mortgage. interest
:rate- reached -slight1y-bWF10. percent. The bftind yields for good butnot outstanding grade corporations reached 11 percent at the peak; .and this all occurred during .a period in which we were having a 12-percent rate .of inffat ion .

Mr. HAWKINS:. It preceded'
PARTEE. No; it did not precede the .

Mr. IlAWKiNS [continuing.] The recession.
Mr.'PAirrEnt [continuing.] The recession,.but nofthe period of high

Mr. HAwK [Ns. But. if preceded the recegsion and thiS wafi in no-way anSr eauSe of that recession. Is that the statement that you aremaking? .
.PARTEE.. I think it was a part of the process.. I really don't.believe that a substantially more rapid exVnsion of . the monetarybase in the country by. the Federal Reserve would have greatly re-duced, those interest rates because- we. were dealing with the situ-ation where people, expectinfr infliikion, insisted on fretting a return9n*.their funds that. compensZted,tm in . part. for 'tlie inflation theyanticipated. And we. were dealing with a situation in Which specula-tive elementsmainly regard 'to inventory buying 'at that time. be-cause the real estate boom had passed its peakwould hake Absorbed

additional vredit, had it been put into the economy, which would just.
.have made the wcession worSe.

.HAwiuNs. I get, the impression that only those who are un-.employed seem to add to inflation, but excessive interest rateS' don'tadd to the cost of production.`-
. Let me tilk you whether or not you- have ever considered as a

board 'administered prices and their impact on the economy as theh.influence on inflation. Do you ascribe any degree of inflation to ad7.
ministered prices?

Mr. PARTEE.. Absolutely; prices go up.
Mr. HA WKI NS. -Would you say substantial, incidental, moderate?
Mr. PARAE. iS parei.of the institutional imperfections in thesystem. The same- is true of wages.
Mr. HAWKINS. What do you mean by institutional inlperfections

in the systern?
Mr. PARTEE. It is the 'nature of the economic system. I mentioned

that we need to look carefully at how the antitrust laws are function-
ing. There is no question that a businessmanand one can't blame
himwould generally try to maintain hisprices rather than maintain
his production if .he is faced by a period Of lagging. deiitand. His
costs are fixed, because there is no Way of econonfizing on labor. input...

_We.need.to deal with' that kind, of imperfection. and-that. kind of in-
efficiency in competition in' our economie system, Those are some of
the structural things that need .to be dealt with.



Mr. TIANviirs. Would you..snowest we lOok in that direction before
we ask the nnemployed to- suffer and before we ask wage earners to
have their wages 'reduced? Wouldn't, it be helpful-if we ask all groups:
to sacrifice at the same time?

. On what basis dan you justify that unequal sacrifice that'you are
asking the Anierican people to make?

. Mr. PARTEt, Mr. Hawkins, I think you are putting Me in the posi-
tion of being for unemployment. I certainly don't, want-to do that.
I wOuld like to see the eCOnomy produce as many jobs as it possibly

cam but I want to do it on a basis that I think will be sustainable..
.4 believe' in-unemployment insurance..I believe in welfare programs.
I. believe in the governwnt as an ernployer of last resort, but at a
wage thatwill make peOple Want to go back to their regular jobs or
to.find more remunerative jobs as they open up.. .

,Every person in This room has had his relative income mduced in
recent years by the '45 percent increase in,price,s that has occurred
over the-past--5-ye.ars.---We siiffku,e4.--But I do-agree that it 4s .

unfair and- inequitable to haVe people who are unemployeA for no
cause of their own suffer d4roportionately, and I think that has
to be.dealt with.

Mr. HAwKIss. I shed tears.with you for.all of us for the sacrifice
that we are making. and I agree with von that we do suffer from in-
flation.. That to .ine is the criminal phase of the whole impresSion
and I am not speaking of ydu individuallythat is, giyen thfit this
type .of a sacrifice is necessary. You are not speaking for Mr..Burns..
kr. Burns alsoyelects the idea that we shouldn't achive the goal of
full employment. Mr. linrns in his testiMony before'the Joint Eco-
nomic Committee, certainly said tlmt, Congress "shodd set goals for
the Board to folloW." He has been speCific.

:You, this morning. don't. Want to be specific: You don't want Con-
gress to s-t, any gOals and I suppose for a very good reason. 'You
want us to monitor you. If you don't have any goals or any targets,
-how .in the devil -Can this committee. or -any -other-committee-of -Con-
gress Monitor you 41 you have nothing to which you are supposed .to
confornn? You are suppOsed to meander off in any direction you want
to with 'the Presidant off in one directiOn and the Congress off in
another direction lacking the type. of coordination that certainly is
needed if we 'are goinglo do anything to improve the economic per-
formance. Certainly, you admit that it has been horrible and it
hasn't been due to ILE..50,and it hasn't been due to full employment.

pn page 7. you make the Siatement that :
We believe it wonhl be it most serious nfistake to discard the use of monetary

'and fiscal policy witlnint first finding some' effective alternative meana of con- tt,.
'straining hiflation on an enduring basis."

What part of the bill would discard the use of monetary and fiscal
policy ? If the bill is not dear enough, let. me, stipulate to you that I
would very much be in faor' of makingit strOnger. But I see. noth-.
ing in. th bill to support. such a statement. as you have made.

Dcm't you think that. it.is fine for the government itself to begin
to seriously consider what the American peopk are going to do and
that perhaps some type of public employment may be, desirable, al,
that point ?
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Mr. 1'mrrEs..Yes, I do, Mr. Hawkins, but not at fully competitive
wages:
. Mr. HAivtuNs. Let's get into the question of Wages. Are yoU
honestly for Davis-Bacon or are yeti opposed to it?'

Mr. PARTEE. I tun opposed tO it.
Mr. HAwKIxs. The abuseS that you are talldirg about are not to

be attributed to II.R. 50, Which hasn't even been. passed. Those
abuses would be prevalent- now. If you are against Davis-Bacon.as---

Mr. PARTEE. hiS bill substantially widen; the influence-,--r.
Mr. HAWKIN.S. T. would go arcing with that., biit I have here thel,.

1976 National .Tobs Conference report and, Mr. Chairman, I Would'
ask at this time that it be entered in the record. This shows construc-,
tion unemployment in the various areas of the ceuntrv. In Tucson.
Los Angeles and, Sacramento, the story is all the same..It is Up to 30
percent in most instances. I would think it would average around 20

o'.-t'nill..lhat ialhe:situatioilthat exists today.-
Are you then saying 't hat the 'po.5sibility of laber which you say

woold.be .brought .about as a result. of H.R. 50 is not operating at
the present time? Are you alsosaying that this is a. whits of pulling

%O. up wages at the pre,-:ent, t inw ? This is the existing situation.
Mr. P.tarEr. There is sitbstantial unemploymeat in- const-ruetion ,

16 percent in March around the country,acc.ording to the Dapartment
of Labor figitres.1 ilon't know hoW many of those are nonunion
workers and how many are union workers. but thz point. I as mak-
ing was that the bill- would tend to provide artractive employment.
-tor nonunion workets wlio-would participate in the government 'pro
gramin order to get union wages.

Mr.11-AwKiNs. is that happening today?
Mr. P.kirrkm There aren't that manY public projects.
Mr..IIAwtoxs.-Tou are right.
Mr. PAkeiIThis siould substantially enlarge tiles:number-of public

prqijects.
Mr. ItiWins..Bitt. 'this is a present-day problem .(wit all -of its,

abuses and.all, of its *Koblems. It is not doing what you say wod",
be brougldalqthit'asn result -of H.R. 50.

. Let me go over to ilitother point on tbe question of the tradeoff of Y.t
employment. astulinfhtfion. You were given tIsiehartlliat Mrs. Rivlin
has submitted to tile committee in her statement. There is no part. of-
this clairt that Wonld.'Snstain the point. that you make of the trade-
off of employment and job:,, and the only part of it might 11),e be-
t ween 1969 and 1970:which is the Only time in which there was a
correlation of unemployment and inflation. But, at no other time in
this chart has it operated differently.

Letum 1114 review this .a tittle bit for you. During-the Truman
unemployment was' decreased roughly in this chart

from 3.9. to 2.9 percent, and inflation from 7.8 percentto 0.8 percent.
That is during the Truman administrahon. There. was no correlation
as you suggest during Eisenhower's administration. Certainly we
should have had alot of control oter price stability under those.con-
ditions: But, the-point is thitt there was an increase in unemployment
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from 2,9 to 6.7 percent. under Eisenhower. The inflation 'rate went
from 0.0.5 to 1.7 percent. So that certainly refutes the position that
you have talked about. You.come now to the Kennedy and Johnson
administrations, and from 1961. to 1965. we certainly had relatively
good. Strong economic growth and good price stability. The imem-.
ployment rate was deer ased. There Avil a drop in the nnemployirwnt
rateand thpr6 was ae p in the inflation rate_ It was only 1966 when
the economic growt1 'itself .dropped.rI don't know how much effect
the. Fedend Reserve, Board had on. that. I am sure they bad some
effectfto,n that, too, between 1966 and 1969. which is the .only period
on that chart that. poSsibly supports the contention that, there was
any such support .for the tradeoff theory. Certainly. since 190 yon
admit. that lnis gow astray and during the past few months inwhich,
.you Say we have recoveryand I remind you that just 4 years ago ,
this was 'also an election yearwe also liad recovery, too,-and the
-Federal Reserve. Botird-nlight have had ooinething to do with that.
We have a so-ealled recovery tiMay. and in this recovery unemploF-
Mein hasmoved-out and-int-Wiwi rates:have moved-down.

So,. from 1950 to the present, including the recovery period with-
the possible exception, of the years from 1969 to. 1970, was,there any-,
thing that, supports yourlielief on .Whichj,.suppiise thelFeclend,Re-:
serve. policy is 'predicatol. that., ii is .necessary to haf.e unemploymellt
and to.continue ,that .indefinitelyeinto the. ifirt are in order to achieve,
price- stability '?' If ;von are going to go on .that basis,- and I don't
know liow you are. golig to do otherwise, then it seems to me you
have, no basig on whic,to -pose some reasonable alternative to current
economic policies that will certainly. sac.ritice $3 trillion awl have
brought on almost$1 trillion loss in public revenues and have thrown
millions of persons out of work .baseWon the belief that it is neces-
sary to create thremploynwnt to tight. inflation. , .

i would like to Tin. you tii,comment. on it as .an alternative tO.H.R..
.

50. beeause 1--can aRsure, you the American people are not going to,
Suffer tliis type of polic:c; too much-longer ill illy opinion.

. Mr. Pairrfa-:. Fhst of all. this iS not. inYchart.
! 0'971Mr. ll..awiciss. Let ine furnish .tliat as a gift. I think it st)p.r ... :. .,.

the statement I have just ma& ill terms. of the relationship Rf
manic growth. inflation and mwmployment. I- think, it successfnl,3i,P.al,
re fut t's very devisively this myth :is being purely political :11..' ' ,E,cd,,

ganda. not based on economic soundness and isn't. morally. )114 ite.
socially desirable.

I submirt hat for the record. Mr. Clia,impa'n: .

Mr. l'AirrEn. I think .you 11111 reading the -charf very 'literally. I
think there is nu inverse relationship Imtween the unemPloyment rate
and the inflation rate. and it mflects an economic procAgs.

Mr. HawKiNs. Mr.. Arthur I.Iirlis was quoted at the.UniVersity of
Georgia speech in which he ileniesit.

Mr. PAirrt:E. T. have read,it. .

Mr. Ilawicncs. Would 'you say that he denied that this existed
and that we, had to readdress ourselves to that question? .

Mr. Pairm. I was going to address 'myself to this. I think that
there is a process and that there can be laAs in the relationship: But
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I rea4 the chart as indicating that there, is an association betw;ectiinflation and uneMployment. I believe it is becoming more extremeover this -period. 'flint is a comment. I don't think you ought, to. betdo literal-in relating. the two dnring tni exact time period. because
of leads and la (vs in the economic process. l .

'I wophl ratrior not say that what yon have to have is unctriploy4.-
ment in order to have a. low rate Of,

. price increase. I think the asso-eintioll really is between expansive economic. conditions.airtd inflation,rat,ber' than .between tinemplOvnient and inflation, The fact. of thematter is that expant-;ive economic conditions, which. tend to breedinflation. (16 usually increase job opportunities' and hereby redube
(he nneinploynient ntte. Bin the.linemployment rate a, fallout, yonmight. say, from the perfornkuce of the econolny.-T e.re is ono neces-sity, as the eh:Lit-num said in his Georgia speech, t tolerate unem-ployntent over an extended umrio II, we, recognize the inequity of

. , .,.

flw tinemitloymelit, and if we take into account the possibility of
Wovitling the Government :is an Nuployer of last, resort M- the, mini;
Aniiii.i..-wage,--which -was his- point. This- would -take the. unemployed'out of rt demoraliwd coudItym and theY will have a joba_produc-
.tive job: that .is -accomplishing something, rather than dr:iwing un-lultploplient,conipensat ion' or welfare. Bilt the. jobs should- not be soattractive as to prevent them front looking for and seeking better
alternative sources of employment. I believe that is what the .chair-

:man said in Georgia. .1 haven't read the speech since he gave'it, but
I hat. is my recolket ion and I agree with that. ..Rut. I do -want to say that I am very innal conunitted to the con-cept of economie dev p lent, as a proeNs.with leads.and lags and
1111mi-taint V. Smnet les pr dems develop; sometimes yola have some,good luck. I thi als-o that a. very literal tirne eriod reading of a-chart could do he existence. of f lint process sonTh disservice. ,Mr. II-Awkrss. That is why that chart gives :1, longer period of
time..Yon cannot judge from month to month and I do-not draiv the
optimism .that y n do when you draw the. conclusion that we arewell -on the way .to recovery. T would. hope that we cmild See thatthere are dangers ahead and, that every recovery bas left, us worseofT than the previons one. I think it is up to us to see, if this recoyeryi f. it is indeed a recovery, not jpst an election year gimmick, leaves nsbetter off than the- last one did. Because if it doesn't. I thivik realdanger is ahead.

.I agree with your linid statement on page 14 when you say
If ve are truly Oh Oommlt ourselves to the broad goals of the 1946 neti6 weneed programs mai policies that achieve a greater balance among our economicobjectives than Is remgnized in II.R. 50.

'With, the exception of the reference. to'H.R. 50. may I say-I agreewith that statement. That. is what. RR 50 is all about, and that, iswhy T question whether you really read the bill or whether dr pot
you see oIlier complications to what T. consider-to be, a very goodthing in the field of economics which I think has gone somewhatast ray,

I thank you.
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Mr. DA NIELS. Mr.-Gaydos.
Mr. GA YDOS. 'At page 15 of the: bill and particularly subsections(.3) (a) and (3) (b) , I subMit it outlines the controls or directions of

the Federal Reserve Board system, under the- theory of this act, if it
is going to work and that is where I direct your attention.

Let me ask you generally, could the. Federal Reserve. Boardand
,some people call it the fourth arm of governmentdo you think tbey
can deal with those sections involving, for instance, the Monetary
support, interest rates, credit available, and then the Board of Gov-
ernors under (b), page 16, shall transmit to the. President. certain
reports. The President, of course, has the final veto power if it were
to 'become law.

Mr. PARTEE. No, sir. We don't. like that, as I said 'about midway
through the testimony. We. think-that introducino- the Executive in-
to the process with his own proposals for monetLy policycreating
in eifect a competition between the Pi-esident and .the. Federal Re-
servecould be destructive over time. It might. work for a while, but
there are, points in time when it could be quite harmful. We Would
prefer to see the type of relationship strengthened. if .you will, be-
tWeen the Congress and the. Federal Reserve, rather than between
the Executive and. the Federal Reserve.

Mr. GA DOS. I want to get that position very.clearly on the record.
Thank you very much.
Mr. DA ZlEt.ti. Mr. Sarasin.
Mr. SAllAsfx. I ao.ain would"like to thank yoil. I assume. since the

Federal Resere dOard has been blamed fot all of the ills of the
economy, that you can take credit tor 'the success and the recovery
that is now occurring, but I haven't heard anyone. give ,you credit
for.that. I gums you Can't take all the credit, but I don't think you
should take all the blame.

think there are a lot of factors that touch on the economy, some
well beyond our control, such as the Arab oil embargo. So you have
to deal with an irresponsible Congress, anct I would think: that has
a big effect on the health of the country. I wonder if you 'would corn-

. ment on my last remark.
Mr. PARTEE. One needs to divide the budget deficit- results be-

tween those that. are caused by the. shortfall in the konomy and those.
that are caused by increased spending programs for which tax pro-
vision isn't.made. A snbstant.ial part of the recent very larg-Udeficits
of $60 or $70 billion is a product of the shortfall of the economy. I
don't, believe that this is basically inflationary. There can be differ-
ences. of ,course. as to what constitutes full employment revenues. It
is a tricky businks tei make. that. estimate, and I think those revenues
-often tend to be overestimated. But I would say that. a Jarge part
of the deficit. we. have seen is not inflationary because .it resbilts from
aweakness in the economy and iueffect substitutes public purchasing
power for private purchasing power, and public access to credit 'for.

_private tapping of credit markets. It s a tricky problem:in a demo-
cratic societVo keep public programs from expanding too rapidly
and absorbing too much of the national output, and to see that the
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programs that are approved are Matched by an appropriate tax
reventle provision.

In that connection, the estabfishment of the Budget. Committees in
both the Senate and tlw House mark areal effort to do somethinff to
do some balanciw, of costs and benefits and to know what is suirt:ble
'And what isn't. Sut, of course, only time will show whether it meets
the test.

On your other comment, I Am pleased you made it because if should
have been made at soq point in this inquiry. I believe that the
Federal'Reserve has a considerable, influence on the economy via the
policies that it Conducts. But I don't think it. is all powerful or any-
thing else like it. There are limits, certain limits to how much you
can expect of mobetary policy. It. does have to compete with many
other factors and it cannot take account of all of. them. Monetary
policy is often referred to as the be-all of economic development. On
the basis of my observation I Wonld say that is a gross exaggeration.
It is important. lmt not all-important. .

Mr. SARASIN. I would like to.thank you again for the time you
have-spent with this connhittee. I think you have been niost helpful
in our deliberations.

Mr. CHAIRSIAN, I yield back.
Mr. DANIELS. Thank you,'Mr. Partee.
Or next witness is Mice Rivlin, director of the Conirressional

Budget Office.--I notieg.vou have a statement. You may suait it for
thtv record or you may-slumiarize it any way that you desire to, You
,hiwe the option.

OTATEMENT OF ALICE M. RIVLIN,'. DIRECTOR, CONGRESSIONAL
BUDGET OFFICE

Mrs. RIvtax. I would like to read -parts of it, if.that is all right
with you. I appreciate this opportunity to be with yowtoday and to
comment. on TIR 50,the Full-Employment and Balance Growth Act
of 1976.

Unemplovnwnt is acontinuing human problem as well as an eco-
nomic prohlem. At present, the rate of unemployinent is far above
its average during the last 25 years for every sizable group in the
labor force. Overall, the latest reading is 7.5 percent, a gap- of 2.6
percentage. points above the 1950-1975 average .of 4.9 percent. For
some groups, the. gap is smaller; for adult white moles, for example,
the current rate of 5.1 percent is 1.5 points above thelong-term aver-
age of 3.6 percent. For some groups, the gap is larger; for teenagers
Hu+ current- rate Of 19.1 percent is 5.1 points above the long-term
average of 13.7 percent. For .noftwhite teenagers, the current rate is
an alarming :35.9 percent, 9.6 points above the. long-term average of
26.3-percent. Chart one shows these comparisons.of current and aver-
age unemployment rates.

Fortnnately, nnemployment rates have been declining reCently
and' are expected 'to contintm declining at least over the next year,
and probably- beyond then as well. In its recent annual report, the
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Congressional Budget Office pi.ojected an overall unemployMent rateof 7.0 to 7.5 percent. by the .fourth quarter of this year and 6.4 to 6,9percent:by the fourth quarter of 1977.
While the projections 'clearly point, tO an improvement over thecurrent situation, they bring uuemPloyment less than lthlfwaly fcomits current. 7.5 percent rate to the lo4,-term average of.4.9 i*rcent...The question is: Can we do better than this unemployment, forecastover the. next 2 years and can we do better than the long-term aver-ap.,,es over, say, the next 10 years'? I believe the. answer to both ofthese questions is yes,- but that doing better requires departures fromcurrent policies and carries sio''''nificant risks..Many of the policy tools w'hich could hnprove. our unemployMentperformance are referred to in. II.R. 50, with which you are all
The Congressional Budget Office analyzed and compared someemployment stimulating policies in a report issued last summer,"Temporary Measures' to Stimulate Employment." Tlie report con-cluded that,a number of these policies were more effective than stand-ard tax or spending changes in number of jobs which could be.created per billion dollars of spending or per billion .dollars of addi-tional Federal deficit.
At. the request. of the. Joint Economic. Cominittee, we are nowworking on an ecOnomic analYsis of II.R. 50. drawing on the.'earlierreport and other sources. The study is not complete and it Would bepremature to try to anticipate its findings here.
What:may be. useful at the present timeis some comment on twostatistical matters relevant to full employmefit policies in generaland II.R. 50 in particular; namely the relationship between adultunemployment and total unemployment and the relationship betweenunemployment, goals and growth:rates.
The; requirements for reaching the goal of 3 percent. adult unem-ployment, de.pendS, of course, on who is /classified as an adult. A use-ful rule of thiunb in this regard is that the overall unemploymentrates is roughly 1 percentage point above the unemployment rate ofthose. 20 years and older.
Table .2, containing more. precise coMparisons year by year, Showsthat, since the early 1960s; the differential has ranged from 0.6 .per-cent, to 1.2 percent. Although demographic factors in the futurecould reduce this differential, projections by the Urban Institute in-dicate that this approximate spread will persist. through 1980...Thus* if we. speak of 3 percent nonteenage unemployment, we arereferring to a 4 percent overall rate..If we include some. or all of theunder-20 group- in the definition of 'adult, then a 3 percent goal foradults moves closer to a 3 percent. overall rate.
It is not, I feel, discriminatory or insulting to young workers torecognize 'that their unemployment problem has special cauSes andcan, to some extent, be dealt with separately.from the unemploymentof other 'workers. Among speCial causes of youth unemployment arerecent raPid increases in the teenage population, problems of work/school transition, and legal regulations governing employment andlabor conditions whic.h have their greateSt impact. on youth.
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Policies- to deal with some of these special factors may have rela-
tively little effect on the unemployment of those 20 and over, while
policies whichbring the 20 -and over unemployment rate down to 3
percent will in all likelihood leave the teenage unemployment -rate
far abOve 3 pereent.

It would take an extrernely rapid rate of growth to aet from to-
day's T.5 percent unemploynwnt rate to a rate consistent''with 3 per-
cent qult, nnemployinent in 4 years- 'or less, even if adults are de-
fined to inclnde only those 20 years and over.

The President's budget message for ;this year contained a set of
.lonprim projections assuming an average arowth rate of 6.3 percent
fromV977 to 1980, and found this- rate to bZ consistent with reaching
a 5.2'peiscent 'unemployment rate in 1980.

A..3-year rate of growth of 6.3 perCent starting after 2 years of
recovery would be yell above the range of United States experience
during the last 30 years,, and yet the projected terminal unemploy-
ment rate is yell. above 3 percent for adults. Other projections-might
not produce exactly the saMe numberS as the Administration'sin
particular, the rapid drop in unemployment. since December should
lower slightly tbe growth rate re4pured to reach 5.2 percent by 1980
but the same general-Conclusion wOuld emeto-e.-

Sustained highly expansionary general fisciil and monetary policies
or special employment-creating policies are. probably needed to
achieve-the (foals of the bill within:a few years, unless there is much
more strendt-h in the-private sector than is suggested by any current
evidence or recent economic projections.

Two of the risks of vigorous pursuits of -a low unemployment, rate
are that inflation will accelerate and that. some of the special measures .
to create jobs or to restrain inflation will prove ineffective and waste-.
ful. The inflation-risk is probably greatest if standard monetary and
fiscal measures .are the. main policy tools Used to achieve low unem-
ployment.

Reliance on special employmentcreating policies should reduce
the inflation risk, but at the cost of increasing the danger of in-
efficient and wasteful programs.

Economists are far from agreement about the magnitude of the
inflation risk. Generally, accelerating inflation has corresponded to fall-
ing unemployment, vice versa, as the much discussed chart-2 seems to
illustrate; but the. relation is far from perfect or unchanging.

Mr. HAWKINS. What degree of imperfection do you, see. that
chart that. you have submitted to us? It supports, the -thesis that ris-
ing unemployment has produced a greater price stability. Is that the
reason for.including tbat.?- .

Mrs. Rtvux. That is -the reason for including that .chart and I
think not just the chart., but most

Mr. HAWKINS. Which part of the chart says that?
Mrs. RIVLIN. I think just looking at the chart' which is on page

.

Mr. HAWKINS. Does that relate to tilt economic performance since
1969 and sustain that thesis?
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Mrs. RIvms.. Let me answer the first part of the qiiestion first.
When the unemployment rate is down, in general, the inflation rate
moves theother way. NoW, the experience since then

Mr. HAwfaxs. The unemplOment goes down, inflation goes up?
Mrs. Rivux. When unemployment goes down, inflation
3fr. :HAWKI NS. Inflation roes up, .Tliat is the. statement you made,

isn't it ? I think your chart says that in effeet. That is why I am
wondering. I 'thought maybe someone in ybur staff had thrown that
chart, in. I'didn't give you credit foi.-including it.

Mrs:Rfvux.' You don't 'think in general .that when unemployment
is down and ',labor markets are tight and employment -is high that
inflation tends to rise.?

Mr. II.twurss. NOw you are getting into.the trade-off. Let's go on.
I just, don't think the-chart does what yon say it does. But I wanted
to express an opinion at. this time. I think your ,chart iS very mis-
leading, to say the least and I think you protected your self by saying
"generally." That is why I wantedto know the degree of imperfec-
tion that was init.

I am sorry if I interrupted yoh.
Mrs. RIVLIN. We 'can come.back to that. I would certainly stand by

.the point that in general the experience has been that, .a tight labor
market and' low unemployment rate's do, generally go with rising
prices. It is not, a' perfect, relationship, but it has certainly generally
been the experience of most advanCed economies' over the.last period
of which we have data:

'The risks of .inefficient or wasteful programs.- depend on which
special employment-creating or inflation-restraining policieS receive
the greatest emphasis. I. shall restrict my couiments to public em-
plOythent programs, although it. is important to keep in mind that
public employment is only one among many policy tools which could
be utilized under H.R. 50.

It, is useful to separate public. employment, which is designed t.o
deal with structfirar problems of high, long-run unemployment of
certain groups from public employment as a countereyclical. policy.
A public employment program to deal with 'structural problems
would 'be directed toward unskilled and other diSadvantaged indi-
viduals. Such a program could be a supplemefik to standard fiscal
and monetary' policies ,eveh if full reliance vwc,re placed oif these
policy tools for combating cycliCal uneniployment. Unskilled and
disadvantaged workers have 'high unemployment rates even in rela-
tively tight labor markets.

They hold jobs at the bottom of the labor irit&ketftierCli`y,.pre-
'dothinantly as laborers and .low-level sales and 'services Workers.' They
experience far more frequent spells of unemployment than' other
workers.

There is little incentive for emploYer or employee to maintain a
longAerm work relationship Since there is little, if any, onLthe-job
training and hence no. Payoff in seniority. Job satisfaction is Tow,
and this also weakens job ties. The eniployer cAn normally findan un-
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skilled replacement, and in tight labor markets,' the worker can find
another poor job. .

A struct ural program .to reduce the unemploymenfrates of the un-
skilled and disadvantaged should focus On measures to. strengthen
job attachment. Training; together with the provision of opportie.
nities for upward mobility, .would presumably be.important compo:
nents of suchn progranl. A risk of it program of. this kind is that
it might be ineffective, and hence add to the cost of GovernMent with
little resulting benefit. Training programs of the 1960's do not offer.

, strong gronfid for encouragement onthis score.
Another possible outcome of a structund public employment pro-

gram is that it would provide more attractiye jobs than private,em-
ployers: Indeed, this feature would be inhere,nt in the program. A
disadyinitaav of .this result could be that. it would drive up wages in
low-level.private sector jobs. At the same time, however, this feature
could draW more attention to improving tile quality of working life
in the..piivate sector. This has been the,..case in certain. European
countries that enacted job guarantee. programs ill the 1960's.

UPoTading working eonditions in low-level private sector jobs
could-be facilitated by approprige snbsidies to buSiness for #1.oviri
ing training and an improve(Ovorking environment. To the extent
that increased training and bettv wOrking.conflitions enhance Worker
productivity, the ,inflatonary eiNfts(;of..',Wage increases wOuld be
offset.

A countercyclical public service employment program should not
be. confused with the struetnral progi'am becanSe its aiins are differ-
ent. The idea 'a eomitercyclical public employment. program
is to provide work as an alternative to income transfeN for persons
who are unemployed because Of teinporary cyclic.al factors, not bp-
cause of 'their own characteristics.

Providing work for the cyclically unemployed makes sense in that
llcflll serviees can be perfornied l3y people who 4ould otherwise be
idle. Further, work as an alternative 'to inconie transfers may im-
prove an individual's sense 'of pride anthself-eSteem while at the
same tiMe Maintaining work habits and.skills.

If a publie service employment program, is to remain strietly
countercyclical. that is, automatically fading Mt as private 'employ-
ment recovers, it. should not offer options that are more attractive
than the private sector.

'Wages should be kept lower than plivate sector alternatives,
although higher than nnemployment compensation. and working.
conditions should. not be Unduly attractive, Individuals should ibe
encouraged' to move into private sector or regular State and local
government jobs when openings become available. In.these respects,
a Well-designed countercyclical program differs'from ,.a structural
prograM.

One risk of a eountercyclical public employment program goes
under the mine of diSplacement. Usually, displacement refers to the
use of public employment funds by ,State and local governments to
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hire persons they would have hired anyway or tO shift job caterroriesso that persons they have hired Oywa.- qualify for ti subsay. Intlis ease, the program is like a general .grant. to State and local gov-ernments. It may not resnit in any special stimulus to employmentper dollar spent; but it is important to realize that even in this casethe program is providing the Same kind of stimulus to demand asffeneral revenue sharina or a tax cut.
Studies of past experience with public employment programs sug-gekst that signifiCant displacement. does take place. The prog,rarnswhich have been studied, however, resemble Structural- programsmore than countercyclical programs. For countereyclical programsthere .are several ,plausible ways of attempting to lirnit displavement.Eligibility cOuld be restricte& to persons who have been unem-ployed for some weeks or months. Activities qualifying under theprogram could emphasize jobs not usually performed' by State orlocal goVermnents. A program conld he 'administered .by4lie FederalGovernment.instead of State and local governments.

.The .suggestion of. 'this last paragraphthat new Ways .can be'Sought to .solVe old probleinsis a 'fitting theme on which to con-clude This statement. As long as substantial numbers of workers arelooking for jobs and -can't.. find them. FeW ways should and will besought to improVe the hibor market and the economy.The function of the. Congressional Budget Office is not to advocateone or .another poliey. but_ rather: to analyze possibk. approaches,inchudinK the costs and risks as well as the benefits and Promises:sincerely.lope. our work can be helpful' to the Congress as it developsworkable and permanent solutions to the unemplOyinent problem..[The.prepared statement follows:]
PREPARED STATEMENT OF ALICE M. RIvLI N , DIRECTOR, CO NGRES S iONAL

BUDGET OFFICE

Mr., Chairman and Members of the Subcommittee, I .appreciate this opprir-tunity to be with you today and to comment on H.R. 50, the "Full Employmentand Baltineed Growth Act of 1976".
K nezinikoyment is a continuing personal as well as an economic problem. Forthe economy it represents a waste of resources that is reflected in a lower levelof output 2,i goods and services time could potenti,ally be produced. For indi-viduals. it r preSents not only loss of income associated with joblessness, butdeterioration'of skills and damage to a sense or pride and self-esteein: Moreover,even at. high leTels of aggregate employment unemployment problems persist forminorities, teenagers. and some other groups. Reducing unemployment is thusimportant not jitst to restore .full capacity production but also to provide theopportunity to ptirtiiipate in the economy -for .all groups of workers.

.At present. the rate of unemployment is far above its average during the 4ast5 years fox every s'zable group in tlie labor fOree. Overall, the latest readingis 7.5 percent. a gap of 2.6 percentage points ;above the 1950-1975 average of4.9 percent. For some .groups, the gap is smaller; for adult white males, for'example, the current ..ate of 5.1 percent. is 1.5 points above the long-termaverage cif 3.6 percent. or some groups. the* gap is larger; for, teenagers thecurrent rate of 19.1 perc nt is 5.4 points above the longjerm average of 13.7percent. For nonwhite teenagers the current rate is an alarming. 35.9 percent,9.6 rkiints.'above the long-term average of 26.3 percent. Chart 1 shows thesecomparisons Of current and aVerage unemployment rates.
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Fortunately, unemployment rates have 'been declining recently and are ex-
pected to continue declining at least over the nextyear and probably beyond
then mi well, In its recent annual report, the Congressional Budget Office pro-
jected an overall uneMployment rate of 7.0 to 7.5 percent by the fourth quarter
of this year and 64 to A.9 percent by the fourth quarter of 1977. These esti-,
mates are based on the assumption of a "current policy". federal budget, one
that extends existing spending prbgrams and tax laws without any cutbacks,
pew initiatives, or substantial chahgesin government efficiency: Table 1 shows`
the CBO forecasts for unemployment and several other key indicatOrs.

While the prbjections clearly point to an iMprovement over the current Situa-
tion, ,tbey bring unemyloyment less than halfway from its current 7.5 percent
rate tc) the long-teim uverage of 4.9 percent. Can we do better than this unem-
ploYment forecast over the.next two years?
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Economic indieators
Actual,

1975:IV

Projected range Projected growth rate (percent)

1976:IV 1977:IV 1975:IV to 1976: IV 1976: IV,to 1977: IV

GNP, billions of current dollars_ 1, 573 1,755 tl 1,775... 1.955 to 1,975._ +11.5 to +12.8._ +10.7 to +12.0.' GNP, billions of 1972 dollars. _ . 1, 216 1,285 to 1,300_ 1,355 to 1,375._ +5.5 to +7.0 +5.0 to +6.5.
General Price Index (GNP de- 129 135 te 138 142 to 146 +5.0 to +6.5 +4.7 to +6.2.

flator, 1972..100). '
Consumer Price Index (1967.. 166 174 to 177 183 to 188 +5.0 to +6.5 +4.7 to +62.

100).
Unemplocent Rate 8. 5 7.0 to 7.5 6.4 to 6.9

Sum: Budget Options for fiscal year 1977: A report to the Senate and House Committees on the Budget, Congressional
Budget Office, Mar. 15, 1976, p. 20.
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And can we do better than the long-term averages over, say, the next 'ten
. years? I believe that the answer to both questions is yes: but that doing better'

both requires departures from current policies and carries significant -risks: Let
tne tnrirfirst to the policies, and then to the risks..

POLICIES TO STIMULATE EMPLOYMENT

Niany policy tools which could improve our unemployment performance arereferred to in H.R. O. The bill refers to standard fiscal and monetary policytools, standby public works. antirecession grants for state and local govern-
ments, and skill training in the public and privute sectors. It -also,refers to pith-lie service employment programs which could provide kit) opportunities for
'adult Americans Who are unable to find work until a target of 3 percent adult
unemployment is attained. The goal of 3 percent adult unemployment is to beattained ln 4 years or sooner. Not only would the President be required in
each annual economic report' to reconfinend .numerical ,goabiofor employment,'production, awl inflation, but he would also recommend- which policies to use in

. support of these goals.
. Further. regional and strnctural employment policies are identified to reduce

. unemployment of both labor and capital in certain areas of the country and to
reduce unemployment for certain groups within the labor market. These policiesdo not- Mande modifying the federal minimum wage or the Davis-Bacon Act,
standards to which employment under the bill wenld be require&to adhere. For
teenagers, the President is required to submit 'to Congress a comprehensive
youth employment program within 90 tlay.: after enactment..The .bill also contains recommendations for nnti-infiation policies to supple-ment monetary and fiscal policies. These include meastires to ensure, adequatesupplies of scarce commodities, particularly fowl and energy, recomMendationsto strengthen and enforce antitrust laws, measures to increase productivity inthe private sector and recommendation,: for administrative and legislativeactions to promote reasonable price stability . (presumably ,. smile form of price
or wage controls or guidelines) if serious inflationary preisures arise.The Congressional Budget Office. analywd and compared, some riloyment-stimulating policies in a report .issued last snmmer. Temporary easures toStimulate Emphiyment. The report-concluded that a number of these policies
ranged higher than standard tax or spending changes in number of jobs whichcould be Created per billion dollars spent or per billion dollars of additional
federal deficit. We are now working on an economic analystglif H.R. 50 at the'request of the Joint 'Economic Committee, drawing on the earlier report andother sources. The stndy is not complete and it would be premature to try toanticipate its findings here.

What may be usefnl at the present time is some comment oh two statistical
matters releVant to full employment policies in general and .H.R. 50 in particu-,'lar : namely 0) the relation between adult nnemployment and total nnem-ployment. and ,(2 ) the relation between unemployment goals and growth rates.The requirements for reaching the goal of 3 percent 'adult unemploymentdepend, of confse, on -who is classified as an adult. A usefulrule .of thumb inthis regard is that the .overall unemployment rate is roughly one percentage
point above the unemployment rate of those 20 .years and older. Table. 2, con-taining more --preeise Comparisons year by year. shows that since the early
1960s the differential has ranged from 0.6 percent to .1.2 percent. Although
deMographic factors in the future could reduie this differential, projections by

. the Urban Institute indicate that this approximate-spread will persist through
1980. Thus; if we speak of 3 percent non-teenage unemployment we are referringto a 4 percent overall rate. If we include some.or all ..ot the under-20 group in
the definition of adult, then a 3 percent- goal for adults moves closer to a 3percent overall rate..
' His riot, I feel, discriminatory or irisulting to young workers to recognize that
their unemployment problem has special causes: aracan to some extent be deall
with serarately .from the unemployment of other -workers. Among special causesof youth unemployment are receut repid.,increas; in the teenage population,

.. problems of work-school transitionand legal regulations governing employment
&id labor codditions which have their greafest impact on youth. .
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TABLE 2.-UNEMPLOYMENT RATES FOR AU. PERSONS 16 'AND OVER COMPARED WIN NONTEENAGE
UNEMPLOYMENT RATES

(1)

Unemployment
rate 16+

(2)

Unemployment
rate 20+

Ya, (1)-(2)
eifference

1950 5.3 4.8 13.5

1951 3.3 3.0 .3
1952 3.0 2.7 . 3
1953 2.9 *, 2.6 .3
1954_ 5.5 5.1 .4
1955 4.4 3.9 . 5
1956 4.1 3.7 . 4
1957_ , 4.3 3,8 . 5
1958 -., 6.8 6.2 . 6
1959 5.5 4.8 . 7
1960 5.5 4.8 . 7
1961 6.7 5.9 . 8
1962* 5.5 4.9 . 6
1963 5.7 4.8 . 9
1964 5.2 4.3 . 9 '
1965

,

4.5 3.6 . 9
1966 3.8 2.9 . 9
1967_, 3.8. 3.0 .8
1968 3.6 2.7 9
1969 3.5 2.7 . 8
1970 4.9 4.0 . 9
1971 5.9 4.9 I. 0
1972 5.6 4.5 1.1
1973 4.9 3. 8 1.1
1974 5.6 4.5 1.1
1975 8.5 7.3 1.2

Zoirreo: Bureau of Labor Statistics.

Note.-Column (I) 11 the unemployment rate for the civilian labor force for all persons 16 and over. Column (2) is the
unemployment rate for the civilian labor force excluding teenagers, that is, persons 16-19.

Policies to deal with %some of these special factors may have relatively little'
effect on the Unemployment of those 20 and over, while policies which bring the
20-and-over, unemployment rate' down to 3 percent will in all likelihood leave
the teenage unemployment rate far above 3 percent.

It would take an extrethely rapid rate of growth to get from loday's 7.5
percent unemployment rate to a rate consistent with 3 percent adult unem-
ployment in 4 yeare or less, even if adhlts are defined to include only thotie 20
Years and over. The President's budget message for this year contained tk set of
long-run projectionS assumipg an average growth rate of 6.3 percent !ran 1977
to 1980, and found thisrate to be consistent With reaching a 5.2 percent un-
employment rate in 1980. A three-year rate of growth 'of 6.3. percent starting,.
after two years of recovery would be well above the range of U.S. 'experience'
during the last 30 years, and yet the terminal unemployment rate is well above
3 percent for adults. Other projections might not produce exactly .the same
numbers as the administration's-in particular, the rapid drop in unemploy-
ment since Deeember should lower slightly the growth rete required to reach
5.2 percent by 1980-but the same general .conclpsion would emerge. Sustained
highly expansionary general fiscal end monetary policies or special employ-
ment-creating policies are probably needed to achieve the goals of the bill
within a few years, unless there is much more strength in the private sector
than is suggested by any current evidence or recent economic projections.

s RISKS OF I. LOW uNdIPLOYMENT GOAL

Two of the risks of vigorous pursuit of a low unemployment rate are that
.'Jefiation will aceelerate and -that some of the, special measures to create jobs

;or to restrain- inflation Will,prove ineffective and wasteful. The inflation risk is
probably greatest if standard monetary and fiscal measureeare the main policy
tools used to achieve low unemployment., Reliance on special ernployment-
creating policies should reduce the inflation risk, but at the cost of increasing
the danger of Inefficient and wasteful programs.



EconoMists tare far fromagreement about the magnitude of the inflation 'risk.
Generally, accelerating inflation has-corresponded to falling unemployment,

. and vice versa, as.Chart 2 illustrates; but the relation is far from perfect orunchanging. Those who worry the least about this risk can point to 1952-53,
when .unemployment rates of 3 percent coexisted with zero rate of inflation.Those who Worry the most can point to 1973, wheit an unemployment rate which
only briefly. fell below 5 percent ficcompanied nu inflation rate rising from 5 to10 percent. .

CHART 2--1NFLATION.AND UNEMPLOYMENT, 1.950-A.976.
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Special factors can explain some, bat not all, of the variations in the infiti-
tionunemployment tradeoff. In 1952-53 these factors included controls over
prlces, wages and consnmer credit as well as the fallback from the worldwide
spejulative raapp of prices at the start of the Korean War: In 1973 special
factors included cntbaeks in world food supplies, the formation of OPEC, and .

the gradnal,shift in the (!omposition of -the labor force -toward a lower proper-
tion of adult males and a higher proportion of. teenagers, Even after, taking ac-
contt of these factors, however, the most that can be .conchtded is that 'there
is some, significant risk that a retnrn to 4 percent oVerall unengiloyment or thss
within 4 years wonld bring with if a significant acceleration of inflation. The
risk is greater the more comprehensive is 'the definition of "adult unemploy-
ment."

The riAs of inefficient or wasteful prwrams depenR on whieh special. .

ployment-ereating or inflation4.estraining policieS receive the greatest. emphasis.
I shall restriet -my comments for now to public employment programs, although
it is important to 'keep in mind that public-employment is 'only one among many
policytools which.Could be utilized under H.R. 50.

It is nsefUlto separate public employment to deal with .strnctural problems of.
high, long-ryp unemployment of certnin group s. from public employment as a
counterCyclicatpolicy. A piffilic employment prograin to deal with 'structural
proldems would .be directed toWard unskilled and other 'disadvantaged indi-
viduals. Such a program Could be ft Sapplement to standard fiscal and monetary
policies even if full reliance 'ive'm placed on these policy toots for combating
cyclical unemployment. Unskilled and disadvaataged workerp;pave high' tmem-
ployment rates even in relatively tight labor .markets. Th4rhold jobs at the
bottom of the labOr market hierarchy; predominattug as laborers mid low-level
sales and ::ervices workers: TheY experience fair more frequent spells of unem-
ployment than other Workers. There i little incentive for empthyer or employee
to maintain t ong-term work relationship since there is' little, if any, on-the- .

job training and hence, Ito. payoff to seniority. Inb.satisfaction is. low, and this
also.-weakens job ties. The eMployer can normally find an unskilled replace-

: inent. And, in tight labor markets, the worker can find another poor job.
.A structural program to rednce the tmemploYment .rates of*te unskilled and

disadvantaged should focus on measures to strengthen job. attachment. Train--
ing; together With the provision of opportunities for upward mobility, would
presuniably be Amportant components of. such a program. A. risk of a program
of this kind is that it:might be ineffective, and hence add to the cost of governt-'
ment with little. resulting benefit. Training.programs of the 1960s do not offer .tstrong ground for encouragement on this scbre.

Another possible outcorne of a stractUral public employment program is that
it would provide mOre attractive jobs than .priVate employers. Indeed, this
feature would be.inherent in the program. A disadvantage of this result could
be that it would drive up wages in low-level private, sector jobs. At the same
time, however, thiS feature could ttraw more attention to improving the quality
of. working life in the private sector. This has been the case in certain Eurone- --

an conntries that enacted job guarantee programs in . the- 1060s. Upgrading .
working conditions in low-level priVate sector jobs could be fatilitated by ap-:
propriate subsidiei tobusiness forproviding training .and an improved working:.
environment. To the extent that increased training and better working condi-
tions enhance worker produCtiVity, the inflationary .effects of _wage increasea
would be offset.
. A conntercyclical public service empbiyment program-should not be confused
with the strudtural prdgram because its aiMs are different. The idea behind atc.
countercyclical public employment program is to provide work as an alternative' .

-to income transfers for persons who are unemploYed because of temPorary
cyclical .factors. Providing work for the cyclically unemployed makes sense in .

that useful services can be performed by people who would otherAise be idle.
Further, work as an- alternative to income transfers' may improve an individu-
al's sense of pride. and Self-esteem while at the same time maintaining work
habits and skills. -0-

. If a. public service einpioyment Program is to remain strictly countercycheal
,---that is, .automatically fading ont as private employment recoversit should
not offer options that are more attractive than theprivate sector. Wages should .

be kept lower than private sector alternatives (although higher than unemploy-
ment compensation ). and . working conditions should not be unduly attractive.
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Individuals should be enCofiraged to move-hito private sector (or regular state
and local government) jobs .when openings become available. In these respects
a well-designed countercyclical program differs frmn a structural program,

One risk of a eonntercyclical pub] ic employment program goes '.ntaler the
name of displacement. Usually. displacement refers to the use of publiN em- r
ployment fUnds by stateand local governments to hire persons tliey woulhave
hired anyway or to shift job categories so.thal. persons they have hired anyway
qualify for a subsidy. In this case the program is like a general grant ni state
and local governments. It may not result in any -speciAl stinmlus to *ploy-
ment per dollar spent : but it is iMportant to realize that even in this case the
program is providing the same kind of stimulus .,to dethand as general ;# Venuesharing or a ta_X. cut. . .

Studies of past experience withNpublie employment .programs sUggest that
significant -displacvment does take plaee. The programs which have been
studied. however. ibsemble structural programs more than conntercyclical,pro-
grams. For colmtercyclical programs there. are several plausible ,ways of at-'
tempting to limit displacement. Eligibility could be restricted to'persons who'

.have been unemployed 1 oskson1..Weeks or months. Activities qualifying
the 'program could emPIR. --jobs not. usually performed by state..or lo
governments. A program cta &be administered by the federal government in-stead of state and local governments..

The, suggestion of this last pamgraphUmt new ways can.be soughtto solve
old problemsb:'a fitting theme with which to mnelude t li statement.As long .
as substanthil numbers )f workers are looking for jobs and can't'find them, ntfw
ways shouhl find will be stmght to improYe -the labor market and the -economy.The function .of She Congressional Bialget011itP is not to advocate one or an-
other policy but rather to analyze possible approaches, including the.eosts andrisks as 'well as the benefits mid pymnises. I sincerely hope our work can behelpful to the Congress as it.develops .workable and permanent solutions to theimemploymeut problem.

lAfr. DANIELS.. Thank you. Mrs. Rivlin. Ou
es,liacre. 7 Of your.state-

Inent. you mention that your office is workiiig on an economic analy-
sis of H.R. 50 at. this time.. Couhl cOmmittee .an outline
of the study yon are workino on anal vzingl

Mrs..Rivms. Yes; we call '"do that.
Mr. DANIELS. Can you submit that, to the committee?
Mrs. Iti.mx.'Certainly.'
lfr. DANIEL. How loW yon thilk nneMployment can iTo under .

the. current. iiolicies of the adinifiistration ? s:
RIVIAN. It iS going to fake. asAong fime it1i current: volicies

to get unemployment down even-into the range of 5 percent.
Mr. DANIELS. Do you feel .5 pereent.a reasonable percentage of. un-

employment'?
.Mrs. RIVLIN. No, 1 wasn't saying that: Your question was how

low did it. seem to be going.
Mr. DANIELS. For mariY- yeak in this counky, 4 percent was the

national average-and seemed--th. -be ,fair.'for the purpose of full em-
.

pleyTent..What is your view 'on ,that
.

MA. don't. think there is any, blanket number that con-
stitutes full employment, Mt. Chairman. .The unemployment rate
now and that.,which. one .would ekpect oVer the next couple years if
nothing changes [tie' substantially above 'what could be. achieved. The

Inestion of how 'far, one.can go lea& one into- a lot of uncertainty
about inflation.,,The statistics suggest that we do have,strong infla-
tion and this .mity have gotten Worse over the last few years -.and I
stress "may.". It:is not entirely.'clear what rate of *unemployment is

'achievable l3y.fiscal find' monetary measures alone without reescalat-
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ing. inflation. t certainly I think Most econoMists are.'inclined. to
, belicire that 1. ress something changes, going below 4.5 percent or.

. something of tha ,ange is going to make people nervous about the
r possibility of a resurgence of inflation.., '

. .That doesn't fitharir-one can't go below 4.5 percent: Ii' may mean
that ..other meaSures are nedssary either to control the.: inflation
'directly, or to roduce the inflationary biases in the econdlny and to

....find ways of providing jobs that. will have lesS "infjationary impact
, ..,than direct fiscal and monetary stinuilus.

.

...Mr..PANIELS. What changes do you. believe 'we should mtike in
'our fiscal and monetary policies at the present time in-part to reduc,Z)
unemployment and at tlth same time try to hold down an inflationary
impact. r---

Mrs. Rtvra. Let me stress, Mr Chhirman, that in my present
'position, I am not able to- make a' specific recommendation of that
Sort. The role Of. the 'Congressional Budget Office is to be as helpful'.
as We/canin.suggeSting what the alternatives .are and, 7.hat the con- '
seqUenceS. Of variotis policies Might . be; but not to .suggest, specific
policies. .,' . ,

Mr. DANw.s. Congressman IlaWkins has sponsored Ilit. 50 as
, -an alttrdatiVe to cut down the tmemployment rate as-well as to curb

'inflation Now, what do yot suggest ?.
111.; RIVLIN: I think ILR. 50 is 'a bill -which would allow the use :.

of cinite.a flekible*et of tools.- It...sUggests the .use of fiscal and mone-':.
. tarv :policies in> ccanbihitioni.With4.special meaSuSik.such.'as public'.

-. serVICO emPloyment, and,lik seems to me in that reSpect tdith a ver3J
good stop.

., .

''''';./.....4'
.

I am not mire if ytin'Are asking me to recommend a parti ular
package'OrmeaSures. I ciOn't regard that as my role. What we can
do lohelp and Will hope to do in-the studY that tmentioned is t 1aS7

ont some ottlialternatives and .somq of the considerations that.' -lust
. , .

bi.'takenz int:6:46count in alternative strateoies for redning u enk,
. .1, ,

pooymen.e... ,7,..t. : . : '' . ', .. 7.-., I' '. (711 .. (f
, 'Arl. DANitis. Wotild You be prepared- to'submil-that,-* forn tion

to thelOininittee'at som-Oature.date? . 4-
.

V.s :91i ir az{ . The studY that we are doing for The JOint Economie
Conimittee;.001-itinly; if that is all right with them.

When dan we Iodk forwaM to receiting it?
:- Mrgs..;4'0.ii.x:Mid-MaY is when we Promised it lo them.

Mr. DANIEls. 1 thiillk you. Mr.. Sarasin. .

Mr. SAnnsr4. Thanleyou, 'Mr. Chairnian, Mrs. tivlin, thank You -
very much for yourpatiencnthisfinorning. I received the impression
from Your testimony and in reading your statement that you -agree ..
'with Dr: Partee's comments. I. don't wish 'to put you in an awkward
.position in saying that, except I see- some of the same references.
made; sit& as the reference to the danger of goino.to a prevailing
wage in .public service employment which then beeLniis more ,attrac-

,tive than wages available in the private sector.
You also point out;that if 'we really are to use' public service em-

ploymentas a countercyclical device, somehow there has to be a way
for us to-terminate it, or We risk 'displacement, bY, proyiding .Rublic
service emproyincrit as' a simple method of taking the burden !off: the
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local taxpayer and placing it on the Federal Government., for we
have done nothing to hire the people who had, formerly been em-
ployed in the private sector.

I think you make a lot of sense in your statement and I hope the
committee would take your statement to heart.

You said there are sonic instances in which you agree with Mr,
Partee. I wonder if you would be a little more specific..and tell 113
whW those are,.

Mrs. RIVLIN. Yes, certainly. While not taking any position for or
affainst the billin contrast to Mr. ParteeI want to stress that I
triink this committee arid the Congress as a whole must weigh some
of the advantages and pluses of taking special meitsnres to reduce
the. unemployment rate against some of the risks of doing so. I think
the indisputable fact is that inflation has become a mord and more
serious and troublesome problem, not only for the U.S. economy but
for other advanced economies in 'Western' Europe and other parts
of theworld. Some of the biases that lead, us to inflation have been
nwntioned already this morning. Administered prices in large sec-
tors of the economy mean that even when:demand is weak, price;
tend not to fall.

.

In an administered price system, the major companies are -,1;1
able to raise their prices in the face of falling demand which i.
what, one *Mild expect in a competitive economy and that does mean,
as someone said earlier, that Prices tend to go up under all kinds of
circumstances and rarely to come down.

There are inflationary biases built into' our wage determination
system as well and perhaps rightly so. But it is certainly true that,
even in .slack periods in the' labor market, wages tend not to, come,
down. They tend perhaps to rise less rapidly. But, institutionally, we
have structural things so triat it is difficult for either wages or prices
to conie down. That means that once inflation gets,:startA, perhaps

. through outside causes such as a rise in the international oil price,
it, does work itself through our economy and is very difficult to stop
by any means, including a high unemployment rate.'

Mr. SARAHIN. In your statement,, you referred to the ago being
those people 20 years and over. It is my understanding that, the,
sponsor of 11.11. rio assumed that adult employees would he age 16
and over. What would that do to your projection?

Mrs. It Ivmx. Sixte,en and over is the way we nornially define the
labor force. It 'had seemed to me on first reading of H.R. 50 that, the
word "adult" was perhaps intended to restrict, the definition in nne i,
way, either to 18 or 20 OT something like that, in order to ma e the
point, that there were some special problems of the teen4, unem-
ployed that, might not be amendable to normal fiscal Tx icy,

I certainly um not one to define adults OT to sec nd guess the
anthors of the bill as to What, they meant. It does seem, i ever, use-ful perhaps to exclude teenagersnot at, all in terms of . aying teen-
age, unemploYment isn't, important; it is Very impertant. But, the

t.
easures that one might take to reduce teenage unemployment might
ave to be somewhat, special and outside of the realm of normallicy.

.
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Mr. SAntisIN'. I woind agree very much with that statement:
Mr. HAWKINS. Will.the gentleman yield? I simply wanted to agree

with the gentleman from Connecticut. The bill does define adult as
one 16 years of lige or older. In that respect, it is purely academic as
to what we do. The bill itself specifies on page 16 and over on page
17. It was amended in the subcommittee print on page 7 line 10 to

. insert 16, years of age or older so that there. would be no misunder-
standing as to what, was actually meant.

Mr: SARASIN. In this first paragraph on page 10 of your statement,
Mrs. Rivlin, you say that:

Sustained highly expansionary general fiscal and monetary policies or special
employment-creating policies are probably needed to achieve the goals of the
bill within a few years, unless there is much strength in the private sector
than is suggested by any current evidence .or recent economic projections.

Now that I read it again, I ask the .question, are they desirable?
Should they take to sustained highly expansionary general fiscal
and monetary policies? I guess you are .not in a Position

Mrs. Ravnix. No, I am not in a position to comment on that.
Rather, I think, as an our responses on the subject, have pointed
out, the Congress really does have to choose among different objec-
tives for the economy, one of which is lowering the unemployment
rate. Another important,objective is price stability.

Our role at OBO is to take as miich information as we can find
from all sources on what the risks are on both sides. It would seem
with the present rather high unemployment rates, that the risk of
rekindling inflation by a somewhat more expansionary policy might
not be, very great in the short run. But as one goes to larger ,and
larger expansion and stimulus of the economy, clearly the risk of
inflation rises.

Mr. Sminsix. Then you would agree that we have to be very care-
ful as to the inflationary aspect of anything we do in attempting
to get the unemployment rate reduced t

Mrs. ItIVAN. I think that there are two things that you have to
ont em 01 at n, both of which are difficult. One is the importance of

the two goals of reducing unemployment versus, price stability. Peo-
ple differ on which goal they. witnt to give priority to or Which
they are most worried about. But: even with a firm view of which
of these two goals you think is the most important, there is the ad;
ditional problem of a larg e. measure of uncertainty on what the
effects Of specific policies will be.

It is speeially difficult right now for economists to predict any-
thing about the prim level and how it is affected by fiscal and mone-
tary policies because the experience of the last few 'years, has been
unusual. Nobody knows how permanent. the inflatinnary changes
which haVe shown themselves in the last few years will be.

Mr. SARASIN. Nave you had the opportunity tn .try to take into
account, the shortages of supply that may exist in the future ami
what, affect that will 'have on our own economy, the economy . of
adequate energy, adequate food? Have any projections been made?

Mrs. RIITLIN. Not specifically on that, no.
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Mr. SARASIN. Are thereany general comments you could make on
that subject?

Mrs. RivtIN. No, I don't think so. It is very difficult to pin down
questions on shortages of materials right now because the economy
Is still operating very well below capacity and with a. high unem-

,ployment rate and high proportion of our capacity underutilized.
Therefore,.sliortages in the short run, barring some peculiar out-
side development such as oil, for instance, don't seem very likely.

But people certainly differ on how rapidly you could expand the
economy without running into some of the same kind of material
shortages that have been experienced in pther periods of rapid
groWth.

Mr. SARASIN. Thank you very Much.
Mr.. DANIELS. Mr. Gaydos.
Mr. GAyDOS. I will make my question very short. Director Rivlin;

do you share my concern that the bill addresses itself as presently
formed,to a situation of great exigency? When we talk about 3 per-
centimemployment rate, obtained in 4 years, are we saying in effect
that it is an emergency situation or do you feel like some of our
prior witnesses that say, we should strengthen our antitrust section
of the existing law and do other things and chip aWay at the unem-
ployment a half percent each year? Are we .going. after the pie in
the sky or'is our bill unrealistic?

Mrs. ItIvLIN. I think there is no question that the current unem-
ployment rates are much too high and I think one could regard this
as An emergency .situation. It seems to me that the efforts that this
bill representsto think seriously about targets and about the future
and how we can reduce unemployment ratesare very important
ones.

The exact target that one should aim for is a matter of consi
able question. One question that I would raise about it has to do
with the inflationary rise, where I think there is such uncertainty.
There is re.ason to think that lowering the unemployment.rate, over
a period of 4 years, to 3 percent for the whole labor foiti5 might
caus .a very 'significant new inflationary pressure. I think the Con-
gress has to weigh those options.

Mr. GAmos. Then you don't share the views 4.liat have en re-
peatedly suggested that why wonry about, inflati. 'You c luive
a ethintry if you Alon't take care of this in a reaso able tod. You
don't share that 'concern ?

Mrs. ItIvraN. I share both concerns. T thinlc the task before the
Congress is a very indicate one of trying to find ways Of movhig
he economy towar(l full. employment and to greater priee stability.

I don't think one.Can.argue that only one of these goals is important.
Mr. GATDOS. You. mentioned in your concern about displacernentY

You have run a comparison ixd.ween stnictural displacement and
countercyclieui displacement in your stanment.

Rivu x. I was drawing a distinction between two objectives
of n. public employment irograin that have been suggested and,
indeed, put into practice in some periods. Oi is using.public em-
ployment to alleviate special and perimulent employment pmblems
of some groups. They are always at the bottom of thc hotp:"Public

4
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employment is an approach .to improving the employment rates of
those ,groups and their ability to hold better jobs.

Mr. GAYDOS. Aren't we domo. that.,With revenue sharing today?
/

Mrs.- ItiVLIN.. I wouldn't think so. What I mean by. a structural
unemployment program is one that is very carefully desiffned to give
the employees greater skill and greater upward mobiliry in future
jobs than they have now. This is contrastegt. with a cyclical public
employment program .which is designed m6.rely to fill a temporary
gap, to give people.jobs while the economy is in.bad shape, with the
hope they won't stay in the public jobs very long.

Mr. GAYDOS. Title 2 in CETA.was what you suggested and I would
have to presume that you wduld be able to support an expansion of

, CETA unquestionably. It does exactly that. Title 2 provides for
structural approaches to thei structural deficiency, training a man .

and upgrading him. ,

Mrs. RINTLIN. r am not saYing this is .bad.
Mr: Gimos. We have had problems with the Office of Manage-

ment and Budget overy time we make rip; attempt to expend reason- .
able 'sums in that area. It seems it is.upticeeetable and 'Consequently,
we .find sensational mid fantastic 'prKSOted: increases in things like
foreign aid and things like that, but .nething for CETA. It conies
from your office.

Mrs. Ittvi:th. It doesn't come from int oificki,''It comes from -your
.colleagues on the Budget Committee WhAO.4haVe.'Voted that way:

Mr. GAYDOS. Let me ask yon a little.: about WPA. We had WPA
some 35 or 40 years ago. What kind...a jobs Were -those, counter-...,cyclical or structural?

ItIvIAN. I think that WPA wfts mainly regarded as a counter-
pigogram, It was to get anyone who was unemployed back

'into some ldnda.a useful job.
.Mr. GAYDOS. Do we have much problem with displacement? I

think sothe people took the same work tlint you are going to have
.; these.people doing with the government. e had-artists doing great ff.'.

paintings. We have paintings that were done by artists which today
are very valuable and that were paid for at very low wages.

,Getting bacl:lto that:.basic .preposition, I submit for your sincere
cOnsideration, is the WPA. program that bad?

Mrs. Rivr.tx. I think that the WPA firogram should be cited as
tin example .of a sueeessfml program in the sense,that it put \n, lot of
people to work. It produced a lot of useful things.

Mr. CrAynos. Would it be so bad if we took the concept of WPA
and made it more:, current and included a, trained professional en-
gineer to .piov4de peOple with jObs? Whenwe had the 50,000 people
laid.ofT at Boeing in Seattle-- .

inn imt, saying ,public emplOyment: is wrong or even..
*light. It, is a tool whie.h has uses. All 11.,was trying to do waspoint
mit .that, before one institutes IL publin'employmnt prograin. the

'Congress should think seriousLy abolit%whatc it wants it for. If it
wants the program mainly to get,peopfe Working, with) the intention.
that they will- return to the 'private economy as quickly as possible,
then it Aould be, designed to -facilitate that, objective. if it, i$ thought
to be a mom permanent training pfograin to hopmve the'skills of
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the people in the program,; it probably has to be considered as a
longer-term, and a more expensive project- per job and that is-a dif-
ferent kind of objective. H

Mr. GAYDOS. I would like:to end my interrogation of ythi on that
note because I just, conclude as a reasonable man that you support
tloricept Of this legislation und you said it so adequately and
wish I had said it so. well. I 'want to -thank you for supporting the
concept in this bill.

Mr. DANIELS. The gentleinan from California, Mr. Hawkins.
Mr. HAwKiNs. Mrs. Rivlin, on page 9 you make the statement that:
It would take an eitremely .rapid rate of growth to get from today's 7.5 per-

Pent- unemployment rate to a rate consistent with three percent adult unemploy-
ment in 4 years or less, even if adults are defined to Include only those 20
years and .over.

would like to address'the first part of that.
.

Would you care to indicate why you use the phrase "extremely
rapid rate of growth"? How -do you define an extremely rapid rate
qf growth in terms of the current situation, the recovery period from
the deepest recession we have seen since the Great Depression? What
is an 'extremely rapid rate of growth?

Mrs. RIVLIN. The rate of growth now being .projected bvtheead-
ministration, for instance, is 6 percent sustained. growth. Tfiat might
not be characterized as extremely rapid, but it is certainly: hjoi.(by .

historical standards. We have hot normally been abWtO,...Siistain a
rate of over 6 percent for several years when comingc.out of re-
cessionary. period. That doesn't mean that we can't. Iiut.'ar a rate
of growth of around 6.3 percent, we will not be anywhere'ilehr our
target in 4 years. My only point is if we are going to get to our
target, we have to go faster.than that or use some other means.

Mr. 1-Inwimr8. Are you comparing this recovery period with pre-
vions recovery periods and what rate was .produced during other
recovery periods, keeping in mind this is the worst we save ever
had perhaps since the, great depression.

You reflect back on what the past experience has been, and the.../\
past experknce of this:, recession was also quite different., re you /
advocating a 6 percent Pate as being an acceptabk one for ye-
covery period?

Mrs. Rivrjrc I am not advocating anything. I was nialiingli,
tual statement and I don't think this iS controvertible:;ti,'WohM4it'':,,
a high rate of economic growth to reach'the target in .your..bilt. Surely
you don't disagree with that?

. ,Mr. HAwitiNs. What rate are you suggesting is neetied:Won.say.'.;;:',-
an extremely rapid rate of growth is a ,conclusion which yon-hava:','
reaehed. What is too rapid? What do you suggest as being a growth
which is believed ti be necessary for a complete recovery and one ,

which would get us, let us say, closer to 3 percent between now and
1980? What projections would you make then?

Mrs. Rrytarq. To get to 3 percent of the entire labor force Within
yetwwould take a rate of growthwe can 'calculate this for you

thati S. subStantially above that which we have sustained in past
,..reCOVvyyperiods. It, would have.-to;be around 7 percent for the entire
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Mr. HAWKINS. Around 7 percent. You think that is just not fea-
sible to accomplish ?.

Mrs. RivLIN. I think it might be feasible. I am sure it is feasible.
The question is.: Would it generate inflationary pressures that one
would regard as too high? It is a question of balancing the risk.

Mr. HAWKINS. Yon seem to suggest that we are on a brink; that
we are very, very close to excessive demand as.compared with goods
and services. Are you factoring in the production gap at the present
time at least $200 billion that we are off in production/ Are you
considering unused production capacity or are you considering a
lag in wages? Is there any indication thab there is a lot of money
in there that is going to chasing prices between now and the .very
near future that would cause us to have any threat of an overheating
economy? What support do you have for this great inflation fear
as opposed to some reasonable solution of unemployment? .

Mrs. RP/LIN. It depends on how long run we are talking about. If
you are talking about the next year or two, it would.seen to us that
the' economy is clearly still in a slack period, the unemployment rate
is high, capacity is underutilized. I don't think you will find in this
statement support for the view that we are in a situation of excess
pressure .from the demand side right now. But unless we have high

_rates of growth in the range of 7 percent beyond the next couple of
years, you would not get to your target.

The question is: If we have sustained levels of economic growth in
the range of 7 percent and the labor market tightens, do we then
risk escalating inflation? I think there is evidence that that is some
thing to worry about.

.

Mr. HAWKINs. At the present time is there any evidence on which
to base any policies or should we refuse t9 addrer ouiselve.9 to..this
probleni on a Federal basis or otherwise?:.Are..we.jn.a.PbaltiOnihfit
we heed such fine balancing against highleVels:... of , "0.11011.1).tqrlipt
based on the threat of inflation? When was .the.-.Ilast,: i that.we
had such a threat? Have we had such a!thre kinee
ample,, which was 7 years agOi Have weliad,a-.;thifeat' using: that

at:,y.
00,.,for:.ex-'

period of time? When did we last have Such II-threat which would
have caused uS to do the damage to the eConOmythat is now being
(lone that seems to us, you and a few Others, not.everybody, to make
us 11(bate to do what is right? .

.

MAPRIvLIN. t am not hesitating to do what is right. I am simply
cautioning that" inflation; which:was at :fecord levels in the. last '2
years, is a problem that everyone onght.to think about. Economists
really have to be in all lionestY; qnitecautious and uncertain about
wfiat would happen if you have .:shstained rapid growth in the
economy as you approach hwelsOf unemployment of 4.5 or 4 or 3.5
percent.

Mr. HAWKINS. Isn't that based on an assumption that the cause
of the inflation is due to high levels of unemployment?

Mrs. RtvLIN. No, I don't' think so. -

Mr. IfAwicINs. Thless.it is., then why don't attack a rate because
, MIN. .1,ZIYI:iN't 401 'noi, saying we have excessive demand pressure

right.:nnvv..:1Ve,, haVe 'an inflation rate which is greatly improved
froinla4 yenr;'hutiStill lit higher level's than any of us would like
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probably. Why that is occurring is perhaPs a result, of past \history.
It would, seem to be -caused by a couple of factors. One is that the
past rates of inflation are not attributable to demand but largely
to exogenous forces,.such as relative increases inoil and food Prices
working their way through the ecOnomy. And presumably i(is
partly attributable to the expectations of inflationthe fad that
everyone is conScious of inflation and peoPle hawbuilt that intek,
their price behavior and their wage demands. But at the mement,
inflation does not seeni to he largely from current demand pressure.

Mr. HAWEiNs.. Wonldn't it be better to attack the causes like
energy costs, the monopolistic practices, °the other thinge that you
mentioned and perhaps some..you didn't mention. Wouldn't it be
better to &tack the direet causes rather than to attack the, employ-
ment factor alone?

Mrs. &TIAN. I am not attacking anything.
Mr. ITAV7IUNS. Y011 are saying that if we move, too fast. on em-

ploying' people, we might .rekindle inflation and that can only be a
conclusion that it iS the, cause of inflation or it might be a pre-
dominant cause.

Mrs. Rivux. No, I don't think so. I think you are misreinling what
Yam saying. Let me say this. I think the inflationary aspects in the
economy are an important element that we have to deal with *and
we have to dealvith them on several 'different fronts. One way iS
to consider how lit) reduce those biases, to reduce the infliience of ad-
ministered- prices. Another is how to bring unemployment,. rates'
down, which is, I think, why your bill is designed the way it is.
Your bill uses all kinds of different tools, both the normal tools of
fiscal and monetary policies and those such as pilphift.employinent
which might well Jie adopted, as we said in the stitit4tetit, to preate
more jobs per billion dollars of Federal experalitfires with lessinflationary pressures.

The only thihgl am sayingabont the inflationa#:' efangeris, that
economists have to point ont that, with several years Of snstaiped
ecotuimic growth to bring unemployment into the 4 percent range,
tiliere is a risk that the.inflation will rekindle.

.Mr. HAwttiNs. In view of.the present production gap, do you see
mis reaching.iinything like a ijorinal rate of growth between now and1980, for example?

Mrs. R1171.1N. A. normal rate
Mr. HAVIcls. Meaning in the neighborhood of -4Apercent,- whichis a reference, that you have.made in' your statement. In other words,

doyou see us closing that gap? 'Mrs. RivilN. Yes, sir.,
Mr. HA-cm-INS. Do you see wages moving ahead of productivity

and prices between now and 1980?
Mrs. Rivrjx. It. depends ott what the Congress does.
Mr. HAW1111C11. Heavens, I hope not.
Mrs. nivut N. I would think you would hope it Would.
Mr. IlAwKrNs. T don't think it is going to move thht fast unless

we, have sonie reaStm to get a bill passed. I den't think the Congressis going to move faster merely because the administration isn't goingto move any faster..
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Mdts.. Rivr.pr.- A. 6 percent growth sustained over §gveral years to
1980 would certainly get us intOthe 4.5,percenta0 range.

Mr. HAWKINS; I understand we have a time problem, .Let me
just simply ask you whether or not you are familiar With the testi-
mony of Mr. Tobin and others as quoted in BuSiness Week.in Feb-
ruary 2, 19761 Prof. James Tobin at Yale University who-7as you

'know, is a forther president oI the Economists Association, said that
after coming out of the 'steep recession a Gito 7 percent rate is too
low a target. to shoot for, and given tile low level of capacity, the
economy Can gO 9 percentwithout any inflationary impact. The.same
views were expressed by Walter Heller whO said that the .econonly
s'hould grow at a higher real economic growth rate than 6 to,7
percent. The same corroboratiOn was made by Otto Eckstein, by

..Arthur Okun and by a host:of Others.
I think you would agree that these men and women are not

so visionary .that they Would suggest-a rate Of.growth that is. highly
inflationary. But, I' think they are rightfully reading the fact of
the 'current situation in suggesting that having been given the type
of recession that we7had, we .need to do better iri the recovery than
We have done in the others.I think alsolhat in your.statement when,
you talk about .the experiencewhich I .didn't get an .opportunity
to get to. on page. 10in the last 30 years, you speak of that ex7
pertence with a little over 3-percent groWth, 'and you fail to under-
stand. I think really what 11.11. 50 is all about.

If we felt that we-weren't ready to match the ecOnomic perform-
awe or to use the.same 'techniques that have been used for the .past
30'years and to maintain that type of growth rate, we wouldn't have
intrOduced H.R. till But, I think that you have to admit that type
of approach has led tO five' recessions and that growth rate is an!,
aVerage in which we have maintained both good times and bad times:
H.R. 50 addiesSes itself not to that past experience, but to what we
must do if we intend to aCtually ,have a durable recover.y.:0 .

. I think that is the .main difference between your points of view
and ours. It seem§ to me that.you are reading the past .history and
saying to do better than that is somehow an exception and somehow
extraordinary. Our position is that we have got to do better than
'what we had done in the past if we expect to have a durable
recovery.

We have submitted to you some .questions on what projections you
make in the variables that you used in your model. While your re-
port to the Joint Economic Committee cannot be made until mid-
May. I would hope that we would have answers to the question§ a
long time .before so that We -can address ourselves to the projection
you make' to get us to some point by 1980 and what provisions we
think re needed to .get us to a .more acceptable rate of unemploy-
ment by 1980, if we. can call any rate of unemploym9t, ace,eptabl,

My main question is., in-that conneetion when can-Ave expect
answers to the qUestions we have submitted topOnt

Mrs. RivrAN. Quite soon. Let me just take this opporturkity:to say
a little about the Tole of- the Congressional Budget Office!and :how
we can b helpful to a committee such as this. We cannot take a 'Posi-
tion on a particular bill or a particular .gro*th rate and I am ijo
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gping to do so. We can Onli be useful to the Congress. ui answering-
uestions süci a,s;-what do you think would happen if jAie economy
id this or tl ti And we have to, in that context, say w iat we think

is the most _likely outcome. We also have, to alert pin to the fact
that economic analysts are not united in their assessinent of alma
of these factprs. That is what we are prepared to do and can do.

Mr. HAwKiNs. But I think your reports and staternentS are being
quoted as being in oppoSition to:even the feasibility of achieving a
sufficient growth rate to get us down to 3 percent or under by 1980.
Inasmuch as you are being quoted in that regard, it seems to me it
does affect policies and it dOes affect the handling of legislation
when statementS that we disagree with,are made without supporting
evidence.

,

We don't knoW. Wlott to argue about because we don't know what
rate of growth you anticipate.

We are talking_ about H.F. 50. So it does affect us. Let us point.
out what models you use and what you put into the compu4r to
get out the results that you get:'sci.that we. will have something to
address ourselves. to in terms of what our projections are. Then, if
you can. convince us that we are ;wrong, we certainly., want to be
convinced. But, we want to have the facts and not just beautiful
statements that beC,onie meaningless because they are not backed up.

Mrs. Rrmix. We, Would be happy to describe the way we .make
statements of the rel4ionship between economic growth.anfiLinflatioiv.1-.,

Mr. IlAwKixs. Think yOu, very Much.
Mr. DANins. Th4nk you, Mrs. Rivlin.
This concludes today's hearing I would like to sill that Prof rn,Robert E. Hall, the 'professor of economics at. MaisaelySetti...InSti--27-::tute of Technology, who was scheduled to appear liere..Vidixt.1110.2:

been put over to tomorrow morning. He will be our fiAt,
We will alljourn2, today and reconvene tomorrow morning at 109'cloCk in this:roOin.
[Whereupon; at.-:12,.:30 p.m., the hearing was adjourned,-to re-convene at 10 a.m., Friday, April 9, 1976d .
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sistatiti, and 'Nat Semple minority counsel. . .

Beard and Sarasin.
: Staff present: Dan Krivit, counsel i Saralee Schwartz, research as-.

Members present: Representatives Daniels, Hawkins,

Mr.. DANIELS. The Sacommittee .fin.iManpower, Compensati*.:.4. '7

.

.

,.44"'.?

"and Health and. Safety will come to-q'i,der'...: ',.-
This'morning we confinue wit), lfeavnti on our bill, H.R. 564,...

Full Employment and Balanced Orrowtri.Act of 1076. Our first vAtl.
ness is Prof. Robert E. Hall, economist Of the Massachusetts Insti-

, tute of Technology.
,

, Welcome, Mr. Hall. . . ..4.,

ATATEDIENT OF ROBERT ; HALL, ECOHOXIST, MASSAOHIJSETTS
INSTITUTE. OF TECHVOLOGY

Mr.. IlAtz. Thank you; Mr: ,.Chairman.VWould 'you prefer that 'I
*read the.'9ntire statement, besiunmarize?

. .
,

Mr. Dirrims. Mr. Hall, w6 leave: that entirely to;your judgment..
If you .desire to submit yoUr statement foi the record, I- will ask
unaniMous consent that it be printed in full and you may proceed

, to-Summarize and highlight the points you desire to make. _

Do you desire to siibmit the statement?
Mr. HALL. Yes I do.

rr
,

Mr. DAizza..fwill ask 'unanimous consent that this statement of,
the Witness? Professor Robert 'E. Hall, be inc2rEorated in the rec9rd
a1 this point in full.

[Prepar E. Hall :fbows:1 --ed stftement of R ll

PREPAID .M.TATEMEN7* ore 'E. H A IL, PROFESSOR OF -ECONOMICS, ,

A. s 1 . . '. .

MaseAwruszre, IIITU TE OF' TZOIINOLOOT

I itli?grateful for the opportunit to present an appraisal of the F4111 Euc1o,.
- .- itiienind Balan Gyowfix Act. S e tlw U.S. economy Is still operat IF far

;
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below its potential, there is no question about the central importance today of fthe problems that the Act proposes to ,solve. Any improvement§ in federal eco--nomic policy-making .that will help prevent the repetition of the devastatingeconomic experience 'of the past two years will be welcomed by every citiien ofthe United States. ,

The Full Emploiinent and Balanced Growth Act rests on two basic premisesabout the American econoury and the role of federal policy-makers within it.First. the Act declares that the recent unfavorableperformance of the economyis in large part attributable to deficiencies in national economic policy. It cre-ates nefc bodies awr Procedures for formulating economic policy te avoid these
shortcomings in Ole future. Second, the Aet establishes a. clear numerical goal'for employment policy : Unemployment is not to exceed 3 percent within the:admit labor foite. Policy makers are tO achieve this goal through aggregqe
monetary amtliscal pohicy, and through.MIpplementary: manpower- and -related,Programs. I support miy of the reforms ectnbodied in the Act for improvingthe performance of federal economic policY.. In this appraisal, however, I shallconcentrale on the -seCond premise, which .bears on issues of primary profos-sional cobcern to me.

. .
With present structure of the labor market, titid with present knowledge about'the pOtential impact of .structural reforms within- the power of the federal 'gov$4.ament the unemployment target of the full Employment and Balanced

Clowth.-Act is unrealistitldly low.. Unemployment.sates in the range of 3 per-cimt athong adults, or 3.8 Tobrcent'of the tbtaljalicr force, are definitely not
.4termanently sustainable, though they con be Wee* for brief periods. In thepast 20 years, the adult unemployment rate has reached 3 percent only in the
three peak years, 1060, 1068, and 19(l9. The exceptiOnally tight labOr markets-ofthose years touched off a burst of wage inflatien whose effects are still beingfelt today. Recognizing that expansionary monetary and fiscal policies cannotby themselves Sustain the low unemployment target, the Act also. provides for
structural manpower -policies to make the target feasible in the longer run...In my opinion, the Act substantially exaggerates the potential contribution ofthese programs, and may serve to discredit the genuine smaller contributions ufsuch progrargs under more realistic goals.

. At the present time, I believe it is unwise to adopt a single permanent targetunemployment rate. CeitainlY thelargetor the next two years ought to bewell below the -presenthigh level. lint I: bpieve that a target as lativ as the 3percent in. the Full .Employment ana.,Balanced Griiwth Act wgidet yaise falseyxpectations about the Performance ottile U.S. economy, The dtstiptiointment of
these.expectationa would only add to the prevailing,mood of skepticism aboutgovernmtni-Tolicies in general, and about the conduct of economic policy inpa rticular:. '.

HADUES IN DETERMINING THE TAnt-mr UNELOi*MrNi. RATE

One of the most striking features of the Full Employment and BalaneedGrowth Act. is its establishment of a specific numerical target for- the unem-
ployment rateunemployment is not to exeeed 3.percent among alluit membersof the labor force. The limitation to adults has escaped general attimtion, andthe Act is usually thought to mandate a target of 3 percent of the total, laborforce: The implied target f(i.r the total unempleyment rate:is in fact closer to 4percent. as the Villowing.data reveal:

lln percent]

Year Adult unemploy-
ment rate

Total unemploy-
me nt rate

1965
7

3. 8 4.51966
3.0 3. 81967
3.1 3. 81968
2. 8 3. 61969

s...... _ _ -- --- -- -- ---, -- -- -- ---- , ------- 2. 8 3. 51970
4.1 4.91971.. ..,, r 5. 91972 -

L 5. 61973
...' 4. 91914

5. 61975
8. 5
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.Y %The Act' requires that lhbor market conditions like those of 1966 be made
Permanent. Since the target was reached in 1966- and surpassed in 1968-W,
there.is little question of the feasibility of thetarget in one year or transitory
period.. In fact, the target could be reached in much less than the four. years .
permitted by the Act. The substantive,question is the ability of the economy to
.toistain such tight labor markets year after year. The great majority of econo-
mists would agree that exceptionally tight markets eause wages to rise faster

-- than they would otherwise: The logic of this''View is quite persuasivetight
marketn mean that employers bid against each Other for scarce labor, and '
workers are able to select the best paying job from a Wider set of alternatives.
The ilew has been sustained in cOuntlesn research studies using a great variety

i., of data on wages. Athong economists, many supporters of the Full Employment
and Balanced Growth Act would concede the inflationary implications, of the
unemployment target, but would argue that the inflation coUld belolerated or
offset by other policiea.However. another influential body otopinien holds that .
an nnemployment target of under 4 percent ls not just inflationary hut is un-

',sustainable for more than a few years. According tO this view, wage inflation
would worsen ey,ery successive year that monetary and fiscal policy, achieved
the target, and sooner or later ne further expansion wquld be adequate to main-
tain such tight conditions in the labor market. Adherents of this view point bi.
the ekperience in the-late sixties, when four years *of unemployment near or. .-below the target level apparently provided Wage inflation With a momentum
that carried it through the early seventies even in OA face -of 'Significantly '
higher unemployment in 1970 and later. Those economist!' who believe -that 4
to 5 percent unemployment in sustainable will concede that the momentum of

.. wage inflation cumulates during periods of unemployment much '.. belew,. that -:°level..
. , ..

.. .

, Estimates. of the unemployment rate below which wage inflation begins to .

...develop momtntum differ somewliat, but none to my knowledge that include
the perkXI 1966-1973 suggests that it.is Much below 5 percent or Much above 6'
percent. A reasonable single 'estimate is 0.8 percent, or '5.percent of adults,
though it shOuld be reeognized that there is a good deal of micertainty about .its 'preeise value and that it has drown over time In .the past ten years. The
growth pas attribUtable to..shifts in etre compositioa.of.the labor force toward
groups wih higher 'unemployment rates (mainly the young) and perhav to:
certain trends..in the structure of employment-and jovels of unemployment'
benefits. ,Estimates also differ for the rate at which wage inflation accelerates
when the unemployment rate is .pushed below the sustainable level, but a
reasonable estimate seems to be one-half percentage point of additional wage
inflation for each full year-during which the unemployment rate in held a pei.-
centage point below the nustainable level. As a rough, illustration-of the work-
ing of this process, consider the following example: Wage inflation in 1976
apparently will be about 8 percent. If the economy achieVed the goal of, the
Full Employment and Balanced Giowth Act in 1977 and subsequent Years, wage
inflation would he.9 pereent irc1977, 10 percent in 1978, 11 percent in 1979, and .
12 percent in 1980. These projections do not inelude the eXtra inflation that
thight accompany' such a large discontinuous drop in the uncmploymthrt rate:The Act permits a =eh slower movement toward the target; in recognition of
these adjustment costs. These projections are roughly consistent with what

'happemd in 1966-69.. Extrapolation beyond fonr years is dangerous, because
there has been no comparable histerical experience of very tight labor marltets.
for more than four years.

The weight Of the evidence suggests that the adoption 'of the Act's unemploy..v.

ment target'and its nehievement*with expansionary monetary and fiscal Policy
alone would commit the -United States to.continning' high rateA of wage infla-

:Gan, inflation that wouid : Worsen progressively. The Act relies ,on two addi-
tional types of policies. to protect the economy against thieinfihtion : ,Nleasures
that reduce prices relative to wages, and strOctural policies In the ldbor mar-ket that reduce the sustainable unemployment rate. 'In the firk eatkory, the .° Act asserta that expansion itnelf will reduce costs relative to wages by.Increas-.

.ing supply. Further, it mandates policies to limit food prices an to reduce.
monopoly power..Whatever. tfieir magnitude, all of these have. 0 y 'a Artinsi-.
Aory .effect on price inflatbin relative 'to wage inflatbm: No mat ir how ug- :
gressively they are pursued, within a few years the long-term illstorical.reta-
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.tion.between wage and price inflation will re-establish itself, with prices rising
between two and three percentage points more slowly than wages. For tbe
leng run, the Full Employment and Balanced Growth. Act in effect puts full
reliance on structural manpower'pOlicies to eliminate the otherwise inflationary
effect of its low target for.the unemployment rate.

STRUCTURAL POLICIES IN THE LABOR MARKET

The' Ftill Employment aholiBalanced.rGrowth Act calls upon structural poli-
cies tb reduce the ,sustainatA unemployment rdte from wilily ,.6 percent 'to
helow 4 percent Of the tarty labor force, or from 5 to 3 percent fok.adults. It
mandates two types of programs with ..lijelf the federal govorninent'llas hail a
good deal of,.experience since 4961: aid to depressed regions,and:Jr. variety of

-programs directed specifically at youths. There is no question naut the Magni-
tude of the preblems addressed by these programs..Vor example, if unemploy-
ment ameng,teenagers could be reduced to the average leyel for adults, the
sustainable Unemployment rate for all- workers would fall by nearly one per-
centage point. Youth uneinployment IS a complex prohlera stemming from the
combination of limited entry-level oPportunities for jobs with real futures and
from the turnover assfociated with the high level of personal freedom granted
to the young,today. Programs that 'get young workers started on promising
careers simply have not worked out yet,.and the substantivegobstacles to their
large-scale implementatia are very serious..'Programs with the more modest .

goal of providing summer employment for teenagers have been suecessful and
ought to be expanded-,21w mY view. In any case, reductions' in unemployment
rates pr youths can do very little to help in achieving the Act's unealoyment
target*vhich relates to adult unemployment alone.

.

The principal structural policy proposed by the Act forthe adult labor force
is the creation of jobs in federally operated public emPloyment projects and in
pfivate nonprofit .projects. Direct employment ,certaittly can reduce the unem-
ployment rate. The central question is how much of this is'a reduction in the

sustainable unemployment rate and how mirch simply adds' to inflationary
prestture in tlfe lahor market. Suppose me knew the 'answer' to this queation;
that is, we could specify what fraction of public lob4 were non-inflationary.
Then each million public obs would reduce the -sustainable unemployment
rate by one' percentage point (assuming ,a,labor force of 100 million, a level
that will be reachedllt the next feW years), multiplied by the non-inflationfiTy
fractioty.Further, the number of 'publiejobs needed CO bring about a; twco per-
centage...pOint reduction in the sustainable unemployment rate is sinfply the
non-inflatienary fraction divided intotwoThe value of the non-inflationary
fraction' i a matter of dehate. One extreme view 'holds that the fraction is one
every public JO reduces sustainable Unemployment hy -One individual. Then
the Aet's target could be achievedlq creating two ,million public .and nonprofit
jobs. The other extreme view holds'that public'demand for workers is.just as
inflationar Y. as demand from any .source, and asserts that the fraction is zero.
Under this view, no public emploYment program of any size could achieve the
target.

There is persuasive evidence against hoth extremes. On the one hand, public
employment tehds to bring workers frinn groups with .high unemployment rates
into-The labbr force, even if they are not hired directly by' the program. Simi-.
larly; the tightening of tlie labor market acconiplished by publie employment
increnaes quits among' workers who are dissatisfied with their jobs and take
advlintage of iniproml conditions.to 'find better jobs. In addition, past experi-
ence with employment programs suggests that some of the workers hired under
them will not come from high unemployment groups, in .spite of the intent of
the program. Administrators of the programs face incentives to maXimize the
productivity of the workers they hire, and generally the most proddctive work-
ers are the least suhject,to unemployment. This prpbleni is even more acute In
labor market programs supporting private employment. To the extent that the
workers hired are those with good prospects' elsewhere, a public employment
program iR inflationary. In vlew of all of these influences, it appears that the
non-Inflationary fraction is not above one-half,. and could be pven lower. On
the other hand, the non-inflationary fraction is certainly greater than zero,
because publlc employment programs can have a favorable effect on the com-
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position of . employment, -biasing it towarfl groups with high unemployment.
rates. The Act contains some specific provisions with exactly this intent.

In my opinion, the evidence supports the view that between a quarter and a
half of the reduction in unenfployment achieved by a public eniployment pro-

'Arem is non-inflationary. -This implies, in turn, that betikeen four and-eight
illion public jobs would be reijulred to achieve the 2 percent reductien in;the

sustainable unemployment rate that the Full Employment and Balanciid- Growth
Act mandates. At a gross cost ,to the taxpayers of,' say, $10,000 per year for
each Job, the total gross cost of the public employment provisions of the Act
would be $40 to $80 billion per year. 'The net cost would be less because the
cost of unemployment compensation and income maintenance would fall by
perhaps $10 billion.

On the basis a these calculations, I have to conclude, regretfully but firmly,
that thesfeasibility of the Act's structural program is very much open to ques-
tion at this stage. Its open-ended guarantee to underwrite the employment of
as many workers as necessary to maintain the target rate of unemployment
could require n infeasibly large expansion of the federal budget. Public em-
ployment on th'e scale required by the Act would surely displace many other
essential social expenditures. ;it poses n particular threat to programs that
provide income to individuals who are unable to work and who would not .?
benefit from an employment program onkny scale.,

doNcLustoNs

The Full Employment and Balanced Growth Act Is th 'inove in the right
direction, but it is too large a move. It establishes a target for UneMployment
that is simply...infeasible in today's economy. There are two dangerh in setting
such an unrealistic target. First, the actual performance of the economy may
fall shortunemployment May remain abiive the target in spite of the best
efforts of policy makers. Then the adoption of the target invites further dis-
illusionment about the capabilities of government. Second, the attempt to
achieve the unattain'able may bring ad accelerating inflation and an eventual, .

popular reaction against such expansionary policie possibly terminating in'
deep recession. At this stage, the country would be bettee served by a more
judicious expansionary. policy.'

.Mr. I-IALL. Mr. ChairMan and membars of thowbcommittee, I am
gratefhl for the opportunity to pie:suit ah appraisal of the Full Em-
ployment and Balanced Growth Act. Since the_U.S. economy is still
operating far belpw its potentil, there, is no question about the cen-

, tral importance today of pie prOblem'S ihat the.act proposes to solve.
Any Improvements in Federal economic policymaking that will

help prevent the repetition of the devastating economic experience.
of the past 2 years Will be welcomed by every citizen of the United
States.

Isupport many of the reforms embodied in the act for improving
the performance of Federalseconomic policy. In 'this appraisal, how-
ever, I shall concentrate on the unemployment target established by.
the act, which bears on issues of primary professional concern to me.

With present structure, of the labor market, and with present
knowledge about the potpntial impact of structural reforms within
the power ot the Federal Government, the unemployment target Of
the Full Employitent and Balanced Growth Act is unrealistically
low.

Unepployment rates in the, range of 3 percent are definitely. not
.Permanently sustainable, though they can be achieved for brief :

periods. ,

. RecognIzing that expansionary' monetary and fiscal policies can-
not by themselves sustain the low unemployment( target, the Act

.

246



244

provides for structural manpower policies to make the target feasible
in -the longer run. In my opinion, the act substantially exaggerates
the potential contribution of these programs, and may serve-to
discredit the genuine smaller contributions of %tali. ptt.ograms tinder
more realistic goals. .

At the present time,I believe it is unwise to adopt a single per-
manent target unemployment rate. Certainly'', the target for the
next 2 years ought to be well below the preseInt, -high ,rey0. But I
believe that a target as low as the 3 percent i'LL the:FullAniployment
and Balanced Growth Act wonld raise false4pectations about the
performance of the U.S. ecOnomy. The disaPPonitment bffthese ex-
pectations would only add to the prevailing fuood of Sliepticism
about Government policies in general, and abo* tiiir -conduct of
economic policy in particular.

My testnnony then reviews material that appeared in Dy. Rivlin's
statement as well as about the relationship between the adult intern-
ployment rate. and the total unemployment rate. This is subject, of
eourse, to the question which I understand is still open about the
exact definition of an adult in terms of the act.

Mr. IlAwKINs. May I interrupt at that point because reference is
made to the defirAtion of adult: as being unclear in the act. I pink
I stated yesterday as have stated several times, and:I think the
witness should also be informed that when the' bill was referred
to this snhcomnittee, that definition was clearly stated to mean
those 16 years of an-q and over.

I think there sh7ou1 d be no confusion in these hearings that we
have in any way confused that definition. I interrupt at,this point
only to be informative and not. to debate the issue, but simply to'say
that rightly or wmugly, the bill does define adult as being those
16 years of age and older.

Mr. DANIEI.s. I -might further state that-the stag has What we re-
fer to as a blue sheet on this bill, and the definition of adults -is
clearly set forth in this blue sheet. If you desire a copy of it, Pro-
fessor Hall, I would be glad to let you have it.

Mr. HALL. That would only- styengthen the point F make in my
statement that I believe the 'goal set here is too low. Where I referto a goal of 3.8 percent, it should be replaced with a goal of 3.0
percent, which I would regard as less sustainable than 3.8 percent.

. In reviewing the performance. of the United States economy in
the recent past, since 1963, we find that the total unemployment rate
reached its minimmit in 1969 at 3.5 percent. That is- below the 3.8
percent:that I thought .the act established, but well above the 3.0
percent that I now understand the act establishes as a goal.

In any case, I would conclude, at least with respect to the goal inthe 3 percent rangethat it is a target that can -be achieved. I don't
want. to lie,misunderstood in my, testimony here.

It is not a question of whether it can be achieved with a sufficiently
expansionary policy but the issue- I want to address is Nthet her it

"c can be sustained; 'that is, whether the economy could .continue to
perate in the.neighborhood of the target for several successive yearsthat is the, question that I, as a student of this question, am:,,ry skeptical about.
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The great majority of economists would agree that exceptionally
tight labor markets cause wages to rise luster than they woukl
otherwise.

Furthermore, and this is a point .which I..want to emphasize in
my testimony, an unemployment target Of under 4 percent is not
inflationary but is unsustainable% in the sense that the inflationary
pressure wcumulates as the unemployment is held Wlow a certain
level whia. I refer to as the sustainable usemployment level.

Adherents Of the view.that I advncate point to thefexperience in
the late 1960's when 4 years of unemployment near or bekiw the
target level apparently provided wage -inflation With a momentnm
that carried it through the early 1970's, even in the face of ,sig-
nificantly higher unemployment rn 1970 and later..

Estimates of the unemployment rate that I refer to aFitthe sus-
tainable unemployment rate vary- for today bnt apconsensus of ecopi-
snnists who have staidied this carefully, I thinks would say it is
between 5 and 6.percent, and probably closer to 6 percent. Ihal4to
5 percent._

I have used a nanber for today of 5.8 perciqft. I recognize that
that:number is too high. We would aril agree that that numbey, is
too highs, but I think we- need to recognize that that is the nunTher.

I would like now to refer to a page tha.t, I cireuhited- today, which
is not in the testimony itself Init. will appear ain the revise(' version -
of my testimony. It tries to address this question of whether it, is
true that tight labor markets and low uneinployment, rates bring
about . inflation. .

Let me emphasize that when I 'refer to iliflationrI refer to wage
inflation, not to price inflation. There have been Many important
.episodes when price inflation and wage, inflation were different.

One of the misunderstandino-s between economists and others on
this -issue is that the point Ahia is wing made here refers to wage
inflation. We rriust study separately the relationshiP between price
inflation and wage inflation.

The historical record from 19413 to, 1975 appears this supple-
meotary sheet and I read this as showing.very clearly that when the
unemployment rate drops below the..sustainable rate, or is pusheil
below, by- aggnigate policy or whatever "reasons we find that wage
inflation becomes higher than it was in the previous episnde.

I have identified four episodes of more than 1 year when we.tried
to operate the economy at an uneinployMent. yate below the sustain-
able level. In every case we achieved it. There was iio disaster in the
economy.",

But I point to the third column where we can see 1951 is the clear-
est cae. We heard yesterday Ithat there was a mystery about this *
period because it was a period of low unemployment and low inflation.
But that was looking at he wrong inflation variable_ with respect to
the proposition that has been established by economic reserach.

It was wage inflation that that proposition referred to. And look
at what happened to wage inflation in.the Korean War period, 1951
to 1953. It jumped well above, what had been beforenot well above
what it was in-1948. But again, 1948 was a year of very low unem-
ployment.

24872-531-76-17
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We ad another per\od, not as,sharp as,that one, the 1955-57 periodwlwre he rate of wage inflation inereased front the 3.'2 percent levelin '1954, 3.5 in 1955, 5.9 in 1956, 5.7 in 1117.
Then we entered the long period of wage stability. Wage stabilityis A point of approximately 2 to 3 percent increase because pricessystematically rise less quickly than wages.
And then, the most informative period with respect to this 'billwas the 1964 to 1970 period, when the unemployment rate droppedto a very row figure and reached its minimum, as I haiTe said before,in 1969 with 3.5 percent, but it was a long period of sustained low,.nnemployuwnt.
The bill. as I interpret it, wants to -re-establish the labor marketconditions of that period. But I point to what it did to walre infhttion.We saw a smooth increase of wage inflation throughout tlhiat period.It actually reached its peak in 196S. but fell hack only slightly.What happened during. that Period is that a new base was set. withrespect to wage. inflation in the 7 percent, 'range. And we have beenliving With that base ever since.
The. 1971 recession put us only three-tenths of a percoutage pointabove what I interpret the sustainable unemployment rate in, that .year to be. 5.6 percent. That recession did almost nothing to reducethis base leyel of Ii.:Age inflation. °

And then we went through another expansionary period,-the fourthexpansionary period. which .w.a* 7.?, to 1974. It was nowhere nearas sharp, an expansion and, no\ as tight, a labor market, duringthat period.
But in 1973, the 4.-erage unemployment rate dropped below 5 per-cent over the E.Kk r ii d, once again, wage inflation accelerated. Theacceleration t1tOtk place (luring that peri(xl is somettliat more.than we wouldEbAnarily have expected and I would attribute thatto the factthat priyes were rising relative to wages (luring thatperiod, primarilylfw oil price increase.

-That added filier to this baselevel of wage inflation. But, .pri-marily, I would aftrihute today's rate of wage inflation7the wagesfor. 1976 will probably increase by approximately 8 percentto theestablishment 'of the new base of 'wage inflation _during the 1960's,during the period which the act ..attempts to enmlate by re-establish--ing such a tight labor market.
I read this record as unambiguous evidence in favor of the prop-osition that tight labor markets cause ..not just. high rates of wap'einflation but increasing rates ot wage inflation. I don't think that wecould have sustained. the .1960s period for toO many years more thanwedid because.of this aceeleration of wageinflation.

Many of the problems-of the early 1970's even- before November.1973, I believe, are attributable to the.wage, inflation that began as aresult of extremely tight labor markets in the 1960's.I conclude from this thatI think the, act agrees with this--;-itwould be inappropriate to use monetary and fiscal policy to achievelabor market conditions of the 1960's without trying to .do some-thin°. else to lower thesustainable unemployment rate, so that thesecolid part of my testimóny then addresses the issue of whether
.structural policies of the kind einbodied in the Full Employment and
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Balanced Growth Act can do something to improve the situation,
that is, to make an unemployment rate in the 3 to 4 porcent range
sustainable.

The principal structural policy proposed by the act for the adult
labor force is the creation of jobs in federally' operated public em-
ployment projects and in private non-profit projects.

Direct employment certainly can reduce the unemployment rate.
I 'will not take the position I ivlieve other economistS have that one
loses all the employment through displacement effects and things
like that.

I think well-designed programs can, in fact, achieve the reduction
of the unemployment rate. But the question is how much of that re-
duction is simply the kind of reduction that. you could achieve with
aggregate pglicy, particulaOy monetary policy, and how muel of it
is sImply the kind of reductmn in nfiemploynlent that causes the wage
inflation that I have just diSCussed, and bow much of it is truly a
reduction in theisustainable unemployment rate.

Myimpression,.basedson a fairly careful study of the evidence that
I carried out several years ago, which I' believe is still relevant, is
that a substantial fraction of what can be.- achieved by the public em-
ployment program is 'very closely the same as what can be achieved
by monetary policy.

Only between a quafter and.a half of the rNluction in unemploy
ment brought about by legislation of this kind could be called non-
inflationary; that is, reduction in the sustainable nnemployment rate.
One can then. compute the number of jobs required_ in order`to get
the reduction in . the sustainable unemployment Tate essentially by
dividing by that fraction that I just referred to.

Unfortunately, the.result of that is very large numbers. If the frac-
tion is as low as a quarter. it takes four public service jobs to reduce
the sustainable unemployment rate by one individual.

If the target is a reduction in unemploYmont of 2 million 'and the
fraction is 4 t.Mn it could require 8 million public service jobs I don't
believe that the authors' of th s legislation anticipated that. anything
like 8 million public servioe jobs are what wonld be. called for to
achieve the goals of the logislati,m

This computation gives numbeN in the range of 5. to 10 million
public johs dernding on the part ieular assumptions and the interprN-
tation, of the goal estahlislnd by the act. It seems to me that that
suggests that the magnitude of the 'prOgram being discussed here is
rather.lnrgerAlum I think .vas roally anticipated ;hen the legislation
was prepared.

.0n the basis of these calculations I have to conclude regretfully,
but firmly, that the feasibility of the Act's structural program is very
much open to question at this 'stage. Its opt-ft-ended guarantee to
underwrite the employment of as many Workers as necessary to main-
tain the target rate of unemployment could require an infeasibly
large expansion of the.Federal budget.

Public employment, on the scale requirNl by the act would'surely
displace many essential social expenditures. It poses a particular

'threat to programs that provide income to individuals who are .un-
°able to 'work.and 'who would not 'benefit from an employment pro-
gram on any scale.
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There is a large number of such individuals. It inchides familieswhere the logieal activity of a single parent is takino care of thechildren .and, .therefore, is not a wage earner; it incrudes the dis-able(1. .Reliance on public employment alone, especially such a large pro-gram, poses a danger to the. other kinds of programs that we haveto protectthose that supplement incomes directly.,
The Full Employfnent and Balance Growth Act is a move in thetight direction, and I feel personally strongly that We have not hadenough expansionary policv 1 don't want my remarks to be in-terpreted ns supporting, the position that the recession we just hadwas inevitable, .that we couldn't haVe bad a More expansionaryprogram.
I think we should have had much more expansionary monetarypolicies than we did, and even today; I would endorse a more ex-pansionary monetary policy.
Althougthe moye Is a move in the right, direction, it is too largea move. est-Wishes a target for. unemploynwnt that is simply in-feasible inIglay's ecouomy. There are two dangers in setting suchan unrealistic target.
Fir.4, the act nal performance of the economy may fall short. Un-employment may remain above the target in spite of the best effortsof polieymakers. Then the adoption of the target invites further dis-ilhisiookient about the eapabilitiesof Government.
Second, the attenipt to achieve the unattainable may:lwing anaccelerating inflation,and an eventual popular reaction against suchexpansionary policies, liossibly terminating in deep recession.
At this stage. the cortutry would be better served by h more judici-ous expate. a ry
Thank r, _qr. Chairman.
Mr. DANIELg. Thank you, Professor Hall. fer your testimony.
Pmfessor. I third: it is generally agreed upon that this country ishaving economic. problems. What do yon see are the shatcomings. ofthe adMinistration's coordination of long- and short-term eimnomicplannino. goals?
Mr. HALL. As I see it, 'tile ninior,iwoblem the economy faced. wnsthe increase in oil prices tha'resiilted in a very confusing situationwith respect to policymaking in 19.74. I am, in some respects. sym-pathetic to the problems that were faced but I believe, in retrospectespecially, one can see that. we should have had a 'more expansionary

monetary policy during that period..
We should not have permitted interest rates to rise as far as they(lid. We .were misled by the notion that targets for the amount ofmoney created should not respond to the determinants of the pricelevel. especially those that are outside the system. outside wages. forexample. the price of oil. On the contrary, we should -have had amonetary offset in 1974 to the oil price increase.
Then, I don't thin-k.._we would have had anything near the re-action we had in 1975. interpret it as a lagged response to ex-tremely tiglit monetary conditions in 1974. I am not an expert onthe exact' formuhition of policy. I would rather not try to commenton the procedural reforms that might be required.
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My professional evertise is in ta; areas of substantive economic
gnestions, particularly inflation, unemployment, and what can be
done to correct those problems. ,

. Mr. DANIELS. I notice your statement, which I read very carefully,
did not deal with the marketing .questions. Basically, do you deal
with that part of 11.11. 50, relitting fo the establishthent of a mini-
mum goal for employment policy that is not to exceed 3 percent
within'the adult htbor.force, which the bill would try to accomplish
in a 4-year period.of time?

Igather from your testimony that you are opposed to iI.R. 50. Do
you have an alternative program ?.Wouid you,care to suggest to this
committeev, :In alternative legislation ?

Mr. IIALL. 'Mr. Chairman, I am not an expert in .the actual forma-
tion of economic policy, and particularly uot an 'expert in proposing
kgislation. I do think that important; policy mistakes have been made,
but I think I would rather leave it at that, and not try-to go beyond
my professional expertise in this atca. q.

Mr. DANIELS. You -do haye somevexpertise in the area of unemploy-
ment. Specifically, how woidd you -deal "With The. high levels.of youth

\iiiiemployment, problems of regional unemployment, and the. hard21.
).lore problems of structural unemployment.

Mr. HALL: The most serious -problem we face today is simply high
mwmployment in all categories I think the first order of business
should be an expansionary policy that gets us down, to at least what
-I refer to as thirsustainakie unemployment rate.

Tlmt is, today we have 7.5 percent unemployment. I believe, the
give majority of economists and certainly myself, would favor, as
I refer to in my testimony, a judicious reduction of the unemploy-
ment rate through expansionary aggregate policies to achieve an un-
employment rate in the range ok 5 to S; percent.

Let me say. first of all, by far the most ,important policy we can;
iise today:is the kind of policy addressed in the first part of the act ;
that is, expansionary, immetary, and fiscal policy.

I would emphasize tdday partietiburly the importance of expan-
sionary and monetary p,oliey.

Mr. 'DANM.I.S. You said in tith course of your testimony an imem-
ploynient rate target of-f3 percent can .be, achieved, but it could not

.sustained. Specifically, wV can't it be sustained fora long period
of time.? , ;

Mr. HALL. The difficulty we had. as We found in the sixties was
tha.t wages began to rise faster and faster, aswe pushed the nnem-

,ployment rate, below the. .Sustainable rateI- gave a numerical ex-
ample,/which I did not refer to here. It appears in my statement..

If we went to approximately 4 percent unemployMent, or 3.8 per-
cent unemployment. it appears flat that would generate approxi-.
muat1 1 percent of additional wage, infli ion each year.

So that. starting from 8 percent this year, we...might have 9 per-
cent in,1977. 10 percent in 197.8.1 1. percent in 1979. I think one. can
draw Ahe conclusion from that that fairly soon we -would begin to
get a Miction against that kind of policy .that lea4to the kinds of .
rates of inflation that are present today in Great Britain.
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And as this process proceeds, we Would become like 'a South Amer-ican country. I, don't believe that is the direction that the public*wants aggregate policy to go in, so I believe gnite strongly that onehas to be judicious in pushingthe economy. beyond- the kind of °un-employment rate`that historically appears to be the point itt whichthis process of accelerating inflation is Set off.
Mr. DANIELS. In youkudgment, can't we adopt any plauS (it-eco-nomic policies with respea to production interest rates to curb such,a.rapid rate pf inflation?:

IMr. HALL...Mr. Chairman. I believe the only policy I have. seen-----thivt....oan actually do fhat in the short run .is controls, particularlywage col rols. I don't believe wage controls are a good idea)The legi ation does not. as T understand it, mandate wage con-trids. I don't believe wage controls could possibly be a permanentsolution. And I don't see. other policies that I can point to today,expansionary policies, that would do anything but cause the economyto be, on the historical track, and which would canSe us to repeat theexperience of the late sixties and go through the kind of polieY prob-lems that we had in the period from 1971 to the summer of 1973.I don't foresee a repetition of the oil 'price increase.but r c rtainlyforsee a retfetition of the kinds of problems that resulte4 in th 'adop-tion- of price and wage controls in August 1971. The difficult periodfrom 1971 through 1973. is the kind of period we would hay underthe adoption of the' specific nmnerical imencployment trget t rat ap-pears in this legislation.
Mr. DANIELS. I see nothing in this bill which recommen r advo-cates wage and price controls. I don't think 'that was the intent ofthe author. Are you in favor of tax incentives for private industry?Mr, HALL. Are you referring to investnient. incentives?

.Mr. DANIELS. In other words, what incentiVes' WoUld you give toprivate industry to encourage them to expand, *which wotild encour-age employment opportunities.
Mr. ITAL. Mr. Chairman, I don't believe any poliCies relating tothe subsidy of private businesses really can affect the structural re-lationships I refer to. I oppose any kind Of subsidy program. I op-pose the investment tax- credit partienlarly because I don't believethat those Policies do anything but stimulate demand in the sameway that we can achieve with much simpler aggregate policies, mone-tary and fiscal policieS that have an aggregate effect.
I 'believe that it is an illusion that. one can effect the relationshipbetween unemployment and- inflation through policies subsidizing

. either ernployment or investment. There is a program for subsidizinginvestment and_we are now discussing 'policies for subsidizingemployment.
I see no scientific evidence, that those policntan affece the relation-ship that I refer to. I believe they all do affect unemployment. I um. not denying the impact of those programs,' but I. believe, that theyhave an affect on unemployment -which is jnst like the affect of mone-tary policy.
If they. cause the unemployment'rate to fall below a range of 5 to6 permit, I believe they will cause accelerating inflation just as :myother expansionary policy.
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' Mi.. DANIELS. What is -your opinion about the Federal Reserve
System? You heard 'Governor Partee testify yesterday morning be-

fere this cominittee. Do you believe the system of Felleral Reserve,
is presently operated, is working, or does it possess any shortcomings?

Mr. I-Lkm. Mr. Chairman, T Wouldpiefer not to try to eraluate the
-structure of policymaking, I am simply not an expert on that sub-
:'ject. I do know something about what I believe are mistakes in-/none-
, tary policy that we made m the past.

am not sure I attribute those to structural pTblerns in the way
the Federal Reserve .System makes policy. For example, I am not,

. sur in 1974, if the Federal Resere were integrated into the execu-
tive'branch they wouldn't have done essentially- the same thing they

'aid; whi ich is an excessively contractionary' policy permitting nter-
est rates to reach totally inappropriate levels.

13tit as I say, my professional expertise is more in the direction of
_identifying past errors and not trying. to . comment on political
'changes that. could bring about a better performance of policymaking
in the fnture.

DANIELS. One final question; 'what.. provisions a H.R. 30 do
:you support and endorse?

, .Mr. HALL. Mr. Chairman.. one of the policies I particillarly sup-
'port ,is trying to do something about teenage unemployinent. T am,

glad to hear that the target is interpreting to include teenagers. It is
, very important to observe (hat pmething like, 1 percent of, the labor
force consists of unemployed teenagers. That is, we could achieve a
good deal with respect to teenagers.

Them is one kind of teenage unemployment that is particularly sus-
ceptible fo Federal policy, and that is, summer unemployment: We,
have had summer employnient programs, Federally supported pro-
gramS, for teenagers in the past; the Neigriborhood Youth Corp. for
-,eiampk, and under CETA I understand there have been summer
programs.

I think we couldi'dO fnore. "pink the summer employment of teen-
, Niers is, not the kind of 3rogram that becomes a burden in the future:* .

It. is iMpo&sible. by de tion. for example. for the, workers to become
permanently attacht4I -employinenrPrograms, simply because teen-
age/7S don'e,r. ain teenagers forever. For the. summer programs. that ,

is partienlarl ; I would saY that the goal of struCtural policies'
of that kind-h ,be modest.

We, simply r point to successful experiences with manpower
programs, h4 u I.give Ine'the,kina of eon"fidence that would be re-
quired to enaorse a ,comprehenSive. large-scale, program that threat-
ened to provide long-term eihPloYment. to members of the labor force.

At the morMent I simply don't see the.,scientific evidence that:that
.kind of poliCy achieves What is hop-0'14 achieve. I would prefer to..
rely on the kinds of policies-we have-today for Supplementing people's
incorries when ttillyrare unable to .fino. work and .not try to shift im-
mediately to concept of providing income 'almost exClusively. .
through providing jobs. ..

There are some real damrers, ,soni. unproven proposition.s that
underlie the notion that _public empaoyinent :is the la-mest part of tlie
solution to our prehltms. I ao.enllbrge part§ of this legislation. 1; am

7
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:not against all its provisions, but I am very, very reluctant to;'endorseits basie reliance on public employment.
Mr. :DANIELS. In addition to the approval of the Neighborhood

Youth Corps, what Other programs do you feel you could supportwith reference to youth Juiemployment; which is exceedingly high,in regard to minorities, nick and HiSpanic youths. It is exceptionallyhigherin tilse grolips.
Ve do have MA). Youtli Conservation Corps but it is a. temporaryprogram which operates -only for 41; period of about '3 months duringthe sumnwr. Would you endorse a program for makingi that a perma-nent program on an all-year-round basis?
Mr. HALL. Mr. Chairman, I would prefer to see programs for youththat were. more oriented toward trying to do something about thetransitional problems; that is, trying to get teenagers st'arted on suc-cessful careers.
I think ono of the problems. with the, job corps kind of programthat &tits teenagers in an isolated .camp, or something of that kind,is dint. when they leave that program they are not launched on aca Peer. .

.

They still face the .problem that young Iyorkers face, of trying tofind a place in the' labor market that puts-them on, a ladder that givesrise to something that could be identified tis a career.
Many kinds of. plograms that are attractive and .appropriate forthe summer problem I don't think am the right direction tq go withrest tect to permanent year-round programs for youth.

DANII:LS. Thank yon. .

reeognize the (rentleman from 'Connecticut, Mr. Sarasin.
Mr. SAItASIN..TiLfzik you, Mr. Chairman.
Professor Hall, I do thank you for your testimony this morning.Do I understand the weight of your testinibny to be generally nega-tive to the. proposition of H.R. 50. as it is presented?

°Mr: HALL. Congressman, the thing I identify aS the most seriousproblem in this legislation. and the reason I would not support it inits present form is itS establishment, of a numerical goal for the un-employment rates, whichl believe is inappropriately low. I partic-ularly oppose the open-ended .mandate to 'achieve that programthrough public' employment. There- are other aspects. I can- easilyimagine endorsing a version of thi.sAegislation that. did not try toset a numerical target, but rather, reinforce the Full EmploymentAct of 1946 by ntaking it clear that we wanted to have a publiclydiscussed Atinual unemployment target.
That kind of legislation I would support. I also am very skepticalabout public eNployment programs on virtually any 'Scale, and cer-tainlfe on the7scale that seeths to. be implicit within this. legislation.Mr. SAEASIN. As T nnderstand the legislation,.it contemplates publicemployment as a. last resort after all. the other methods set forth areexhanstC(T. and then the Government will hire individuals at Compar---able wage rates.

There has been much criticism.of the wage policy. I wonder if youwould address vonrsel.f to that subject.
Mr. HMI'. I shai:e the concern expressed yesterday about theprovisions of the bill that seem to require that 'fairly higli'wages be
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in th t) 11534 leral overninentor example, there is specific
legislAion.tha teqUires . the Federal feoternment to pa4 nett more
thawthe private sector txtys.

In fact, if Jiu examine, as I have, ft.: Ody of 'data on wages paid
to individual workers and try to con'ip ,,workers with similar skills,
you fi9d that the Government tends to my10, 15, 20 percent inore

Ek to its employeesAhan fhe comparable enaftees in the priVate sec-
-tor.

This means that a Public employment prograin which requires even
,

I

just that theworkers hired under ,this progravi would, be paid the
, smile, as compartthle 0-oVerrunent workers has the. danger that, by ,.

paying thig much it essentially removes :the incentive for an !midi-
vidnabto.locate a private sect4r job.

. -

I think that is a dangerous feature of public employment programs
that stimulate e.mploynient. either directly by the Federal Govern-
ment, or indirectly by, as we have today in OETA, ;with support of
the State and local goyermuent because the Sfate and local govern- i,.
ments tend to pay above the prevailing wage.

We go'beyond that in this legislation with respect to construct ion i
in particular, by requiring, that the ttrovisions of the Davis-Bacon 4

, Act apply. It appears. that the actual'operation of the Davis-Bacon
Act is to cause construction workers hired under it to be paid sub
stantially more,than are paid to many workers doing the 'same kiwi
of wOrk in The private sector. ,

The Davis--Bacon Act seems'to operate in practice to provide the
makimum .ititgc paid in a; fliipy large area for each particular job.

' Alkhose'provisions seeM to operate in the same direction% of provia-
mg excessive wages.
' Let ine say. on the other hand,. that I don't favor the kind of. pro-

gram that Arthuy Burns has proposea that sets extremely low wage
rates for publidiemployment and then says that pithlic employment
is.required in oraer to getunemployment-compensation.

. That. I.think, is going much too far in the opposite direction, It.
is going much tee. far-with the notion that, when we help out inai-
viduals w,,, their income that it should be in the form.of providing
employm, - .

.

Ifoweve , if there is to be a public employment prograni it (Tr-
,.

tainly seeing to:me, that it should he womewhere between those tWo
prop4als. It should pay "fibre than is paid by Unemployment'. eofri,-
penstifion-some half orr, .60 percent of the wage, but it. shouldn't harm,
this wage comparability provision. . . ,

That is a ver'y dangeyovs provision. There shonld be some roni--.:4
rPruiselctetwe'en those two issues, 'which provides an incentive for
yorkers under public employment to xeturn work in the privAti, st,,.

o
141-mt. does not ,go through what I believe iSan inappropriate 'Policy'_

t ying very:16w unemployment compensation or other .form4;Of `-
incOnie supplents to public employment.
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SARASIN. On questions,asked by Chainnan baniels, you coin-ornented you Were opposed to subsidzing investment,,or subsidilin'wthe creation of jobs in any form. I wonder if you Would address.
yourself tothequestion of productivity in American industry, espe-c4ily as oppoSed-to productivity in other nations' industry and theclaiin that. i Made by economists that we li.re very far. behind inproductivity:becauSe we have not made the investment in 'new tools,
equipment and machinery to allow our 'workers to yroduce as muchasother nationS have?

HALL...0the of the major reasons we haven't made the kind of7
investment we should have recently is that we have a very .contrae-lionary nuinetary policy, as I mentioned before, We niissql ant on .a-good deal. of ;investment that should bave..taken place in 1974, andespecially 1975 as i result of numing a very contractionaryI agree, we are n_Qt where we should be today RS far as produc-
tivity because We daPt have the capital we should...The answers asj,,see it, is not :trying to attack that ptobleni where we see qtin in-
a lequate capital sfock--but it is simply to recognize that' the reason:,

.have inadequate capital stOCk.is we .do n'ot -hail) a sufficient ex-
pansionary aggi-okate pOlicy.

But; beyond. that
..

Mr.. Snuitsm. Let me interrupt' 'you at that moment because I amnot sure. I understand you. If we were to have this expansionary
policy you are referring to, are we not talking about increasing°the
rate of inflation during that period?

Mr. Muir It is always true. Let me tnrn it around because the un-employment-rate during the-period I am referring to waS -way abovewhat I. regard, as. an appropriate target and way, above the sustain-able unemployment rate. .

. We got some benefit.from the recession in the sense that; astioned..wage inflation is probably going to be only 8 perdent w'hen it
peaked out 'at around 11 percent-during some quarters of .1974.Soit is true that we would have a.bit inore inflation today lifer wehad a suitable expansionary policy.But the other. Side of the.coin. antin .pme calculations I have done suggested it almost offsets that.; wewould have a moreproduictive economy today, because we would have
more capital implace tpday if we had not bad the recesSion..

The benefit is in. prices, .not in Wages. I emphasize again,: thatprices do not exactly track wages. We would havegotten a benefit
that.is.referred tO snecificallY in this act, Which I do believe in, thatan expansionary policy does give us a dividend of prices relative towages because it generates more capital goods and enables us to pro-duce more output with the same labor force, which loWers pricesrelative to wage.s.

.Let me.go back to the question. Beyond that. it seemsto me, reach-ing full 'employment gives aboiit the,right level of productivity. It isnot fair to the American ezononir'tn'Say that it is. substantially :less
prOductive than many other econoniies.

There are very. very few othereconomies that are as productive Asthe.U.S. ecnnomy Tt is'mbre than twice as productive than. say, theBritish economy.. Tt.is. more productive than the Japanese economy.
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We shouldn't sell sh4rt the 'accomplishments a ihe American
economy intterms of-the level of productivity. It is not clear to me; ..

beyond providing full employment, that thereis much the Govern,
ment can Or should do to try to stimulate the growth of productivity.

In Particular, I question mapy kinds of programs to put money
into, say, research and development on the assuniption that is going
to give a large dividend in productivity. I. don't think you can
document that.

In the past, for ex plei the Federal dovernment has put an
enormous amount of ney into research on nuclear develo ment
and it is not at all cleat that that research is going to pay o .

z It is not clear today rhatiMghly advance,d technologies that seem
to promise a large incref,§e 'lin productivity have actually paid' off
their investment by the FetAril Government. So I remain skeptical
of our ability to do an in about productivity beyond providing 4i...
full employment, and I e ize again, I entlork the concept of
reaching full employment it in tlis bill. I do have this qualifi-
cation about what the numerical target is. ,

Mr. SA,RASIN. Iff don't think anyone argues with the goal of full
employment Tli,e question is, how do we get there and do we exacer-
bate the situation if we' are to try and be the employer of last resort,
tighten the labor market, increase the g ressure on wage inflation,
which I have to assume translates iot al inflation,at some point.

In your chart you haye talked abo it the increase in the rate of
inflation in houriy compensation. I Would like to ask you, when
that does translate into , price inflation is there a lag, and what
period a time are we talking about?

Mr. HALL. There is not a very systematic lag you can point to.
Generally speaking, wage inflation and price inflation co-exist. A'
major failure of that proposition took place in 1974, and is one
of the reasons for confusion about the relationship between unem-
ployment and price inflation.

Prices rose in 1974, primarily because of increase& in the price of
' oil and food: That was a good example of where prices moved very
differently from wages. I emphasize that because T. think that is the
major source of misunderstanding with respect to the relationship
between unemployment and inflation. .. ,

There is a long-term historical relationship which, untilthe middle
of 173 was quite predictable, which said that price inflation Was
the same pattern as wage inflation but was 2.4 percentage points per
year below wage inflation.

And that 24 percentage points is the trend of productivity. You
can afford to pay labor more than we charge for goods because the
labor systegiatically, over time, is producing more goods.

But if ,,,i,i look at individual episodes------the Korean war episode
is a goo 1." impleit is not necessarily the case in any particuliir
year that prices and wages. do the same thing. 'Sometimes during .
that period prices rose much more than wages. I will cite 1974 as
the leading example. .

Prices can rise very dramatically relative to wages. However, in
the long run this relationship that I refer to, 2.4 percentage points
difference, has to reassert itself.
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'It Is a fact that prices .are determined by costs and by far, theleading .corniSonent of cost is labor cost. You cannot avoid the f,act' that sooner Or later a persistent pattern of wage inflation will.revealitself as a persistent pattern of price inflation, 2.4 percentage pointslower.
.. Mr. SATIASIN. SO even if we were to go 'to controls, which are0.14 indirectlY contained in this bill, and don't refer to Wagecontrols at all but only price controls, it*would'only be a matter oftime before thOse pressures Would be applied and we would be..:-r,ight back into a standard relationship.

HALL-Yes. As I 'understand it, the issue of wage controls is-'; libt something that is really going to be debated here. I think'there is vhdespread agreement that .wage controls represent a yewdifficult unsustainable pol icy. The -pressure that is generatql toeliminate- wage controls becomes, stronger :and stronger as time goest
can sustliin.fairlY effective wage controls throughout a periodlike World -War II Where there is.;immense popular support for it,Tout peacetinie,perthanent wage:controls are,. I think; just out of the--picture.

.

I think-the legislation is quite appropriate iri'not even addressingthat as a possiblefool Or policy because it simply .could mit-achieve,on a permanent basis,-the goal§ of this legislation.
Mr. SARASIN. So you would 'agree, as I understand -yotir state-ment,. tha although we Were able to . achieve this during WorldWar Fl, we are talking about- la_completely different' set of.('urostances?,
Mr. HALL.. Yes.
Mr, S.idukStx: -Which .are not analogous to a peaeetime situation?.

. Mr. HALL. That is. right. In some respects this .bill attempts -t)?establish 'something like the econoniy we. we're successful in operat-ing during World- War II, but I atn toldthough I '.was yearsold at tbe timethat there were even some signs of difficulty duringthe wartime period and we knOW that the policy and controls col-'lapsed rather rapidly at the end of the war.
In any 'case,. I. don't see that we have anything like the Mandate'from the people, to establish a World War II forced.' draft kindof economy today. And. yet, my reading of-this bill iS that tl'eally what is being called.for.
I empbasize we.had 1 -percent Unemployment in .World WarCertainly, this bill ismore realisticthan trying to say we couldreestAlish 1 percent.

SAIIASIN. We also had 50 million men under arms land weredestroying half the goods we were producing, which is a prettyconvenient way to create .a demand. During .that period; it is 'thy
::recollectionalso having been relatively young during the timewe. really lived with that controlled poliey for a very short periodof time and, it was falling apart toward the end. ,

, .We hot Only -controlled *tips .and prices but we controlled sup-.. plics..,We 'controlled 'the arriounts.'of goods that were available .tothe people.' Suppose we want ta.go, back to that and take, some ofthese goods off the grocery shelves..We could rUn a fairly efficient
-/
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operation, although I, would think we are much mpre dependent...,,,6
-todity upon ontside sources over which we have nO control than WNW
'wero during the 'period of Woad War II, energy being a classic `

eXample.
r And certafinly;7 most of 614 --ra.wiiidterials are no longer supplied
4nd located in this great country]. Mtich of the effort in H.R. 50
;appears to direct ita attention to a great deal of centralizedplanning.

That, frankly, worries.e..;rr I thought we 'could run anything ,

very Well from. Washing* I 'probably would endorse it,'.1nit I look
at how successful Ave are with the PoSt Office and I just don't'
think we can do anything right here:

I viould hate to see this councry decide to give up ita collective
wisdoin to all Of the brains. down 'here.

:Chairrnan, I. thank-the gentleman for his. testimony:. I have
' no further questions.

Mr. DANtELS. The ..gentleman from Pennsylvania, 'Mr. G4dos.
Dco. you have, any questions ?

.7.01r: .G.tinos. Mr. HalJ, did I understand you to say you do
. not faVor 'any wage bi 4Trice controls .under any circumstances?.
.3 Mr.' HATA,. That" woad be an bverstatemeni. I don't, know of 'an

, episode that has taken Place in the 10 years I have been an economist .

where I, at any time, l'ould \have endorsed'wage and ,price controls.
I certainly did not in Augiyt. 1971, but it wOuld be going much

tpo far to say some epiSode.couldn't happen in the future. There is
one kind a wage policY that I don't really think is wage Control
and yet, is quite relevant for sodt0 of these considerations, and that
is where the Govermnent sets the wages it pays to itswn workers.

. The Go$,Ternmenf is a nontrivial fraaion of total employment..
When I talk about Wage niunbers, theY include tbe'6overninent:
There are.. sOme questions I have. about Government wage policy,
yarticularly the tendency I find inkhe data for goVernMents to pay
Wages--nOt so,much inereases that are inappropriately'high, but
the whole, level Pf government wages seems to be excessive.

Mr. GATD05, We are4alking about wage, and price controls. I
am' not talking -aboue What governments are paying. I asked yon
a simple cjuestion on ..lvage and price controls. You suggested in
1911, when they were put on by the President, then Mr. Nikon, that
you didn't agree With. them, . .

Let me ask you a 'question. He. kepe them on approkimately the .

first 9.Mo)4s to a ydar. Were they working At that time? Did they:
. work tbe flIrSt year they Were in effect? .

Mr. Ham. the stAistical evidence on the actual impirt of wage
controls is not at all'' clear to the but I do point to one situation
which suggests that . they worked!. My criticism 'of wage controls
Is not to say that they don't work, but I don't like the things that .

, they do. -
_; When,- we let go 'of *age contrels finally,..in May .1974, there Was
;tt pereeptible increAe-in wages discontinuously associated with that .
.iticular episode:There Is no question in mymMdthat,Wage con-,

trOTS are effectito in the sense that they do .rduce..wage inflation!
. think the- kind's'o ,p9litical problems' ancL alloCation problemS
andAhe'tnings people have to dO to escape thewage controls make
wagiiPcontrols a.very undesiral)Je policy. ,

-
.
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Mr. GAYDOS. Do I understand you are saying then that wage andprice controls do work under certain circumstances, and they haveworked, although you don't accept them? Is that what you aresaying?
. .Mr. ILthn. Let me turn to price controls because I haven't said 'much about that. Price controls do something which wage controlsdo not do, which is, they cause shortages. In 1973I refer now tothe period befo're the oil price increaseprice controls on manykinds of produels resulted in the disappearance of those prodnctsfrom the shelves.

It was impossible, for example, to buy many kinds of plumbingfixtures 'in the summer of 1973. I believe that is attributable, inlarge part, to the fact that we imposed price controls on thoseproducts.
It is particularly an illusion to imagine it is agood idea to impose

i'Price 'controls without wage controls. It is the ncentive to producethe controlled goods that disappears. Producers won't sell belowcost.
. I think what we learned is that they weren't selling that far abovecost to begin with and.the price controls quickly caused shortages.I think shortages represent, the total useless waste of resourceswithin the-teonomy.

There is simplY no reason why we should trade product priceinflation for standing in line. Standing in line is a purely wastefulactivity. So I would particularly caution against price controls asa solution to this problem.
Mr. GAylkos. Let me ask you, Professor, if I may interrupt you,you seem to be" very set against any type of Government subsidies.That is the "position you have taken. You don't agree with themand we are talking about an almost unlimited amount of Govern-

ment subsidies available, both in the private,sector, military-indus-trial complex building and running of ships, the whole business.You take die position that it's bad and you wouldn't recommendit and we shouldn't be doing it under the circumstances-I thinkthat is your position. I would like if you could, in a relativelyshort time, give me some acceptable substitutes for existing Gov-ernment subsidies in these areas.
I can talk about Penn Central, all the farms and farm products.As I mentioned before, oily ships. our foeign tax credits, we give()lir corporations investment tax credits, which you don't like, ourR. & D. building ,mechanical hearts. I could give you a list for11- hours.
But what would you put in place thereof and how, would youhandle the Complexity of problems that we have undertaken tosubsidize, as a Nation and Government?
Mr. HALL. Let me say first there is one kihd of sullkly,I. verystrongly' favor which we do and to i large and successfpl 'ektent,which we don't want to give up, and that is we subsidizOe 'poor,We do that in a large number of waYs and we have.some vter3i'effecl,tive programs for putting dollars in the hands of the poor.I don't want to suggest for a moment -
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Mr. OAYDOS. Wduldn't it .be nice- if. instead 4)f putting money in
the hands of the poor tb make somejobs available so-they wouldn't
be receiving money that,..way.?. Isn't what this bill is all about?

Mr: HALL. That is right, and the 'bill is very clear that one+V
the lilt tools we sheuld use=and 'one I repeatedly endorseis mone-
tary policy to*provide as ,pany jobs a's we Can without pusibing the
economy into an, unsustainable' region.

Mr. GAYDOS. SO I don't lose, my tiain of thought; you have been
referring to monetary-and fiscal policies. We all have agreed that the
employment of .people, making jobs in this legislation, is theF4le-
ment of last resort because in our bill -we do mentien in general
terms, some changing, soMe nevi, approach ana we give-broad powers
in the area of monetary and fiscal policy, which you are alluding to.

Is that true- at this time, that our existing monetary and fiscal
policies have failed?

Mr. HALL: ConoTessman, I am not'Yetnetly sure What it ttieans for
a policy to fail }cut I would 'certainly'point .tO mistakes that-haVe
been made in the past.

GAynos. We ha4 a lot -of-imempleyment and it has failed,
.httsn't it, otherwise we wouldn't need this bill ?If our Monetary and
fiscal policies, *they are now constituted, were working we wouldn't
be sitting here and wasting .your valuable time, or our committee's
valuable, time. Hopefully', we:would be on another piece of legis-
lation.

Mr. HALL. ,upposing unemployment today were 5.8 percent, then
I think we Would be having very inuch'the same kind of discussion
we are having now. I would be, saying we have, gone as far as it is
safe to go with monetary expansion.

We either have to learn to live with 5.8 percent unemployment
or we hiive to design some policies apart from monetary policy that
can push that level. down.

Mr. GAYDOS. Your conception and opinion at this time is that
because of the exphtnation y,ou gave earlier that we are destined as
a Nation, under existing eircumstances, sans some kind of big
diange, to live with 51/, to 6 percent unemployment. Is that what
you are sayincr? :

.

Mr. HALL. r".I think that is 'a, fairsummary of what I am sayink.
Mr. GAYDOS. Can I go back to 1947, 1948, and 1950, where we had

all the war plants then ceasinff to exist; we had all the, soldiers
coining. home, 15,million; we liar-d the, baby boom,on us at that time..
The same type of projections were made, that we would never be
able to sustain any kind of a riwonably acceptable, unemployment
figure.

That just hasn't happened', to be the truth. In that period until
now, we have had some periods .of recession. We had some great
periods of almost7 unheralded expansion. Isn't that true?

Mr. HALL. As pointed out, the periods of expansion were when
wage inflation (lid exactly what I referred tO here; itticcumulated.
My feeling is that, the period you are, referring to, which is 1964

4 through 1970, I read the Government data as showing very clearly
that that represented an unsushtinable situation f in that labor
market.

26'2
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Mr. GAynos. Let me Ask You this. It is predicted, and I think
you will aTee with the predictions that you have in the, long term,
there are demographic shifts in our work 'force. I am talking namely
about a larger proportion o'f odr adidt population who are goingto be consumM-s rather than producers and wc are going to haveless peopre worldng proportionately.

Mr. HALL. Could .t say something about that because that is'a
little .bit misleading. Wiiat has happened is there has been a largeincrease in the,fraction of adult women who are in the labor force,enough so that the overall fraction of the population. that areworkers as ve,ll as,consumers is rising.

That is ,oliset to a certain- extent by the fact, that people areretiriw7 earlier.
Mr. GAynos. have an article here from the-Wall Street Journal ,

of last..Wednesday. April T by a man I think you have great respect
fol.. Mr. Peter F. Drucker. He has an article here thaWis so conciseand:on the point, we are discussing..

He says this: "Looking at all its parts, the baic tendency of the.
American 'economy for the, next -5 or 10 years is not toward a laborsundus but a shortage." And he eites in the article many sustaining
elements to justify his "concluSion.

I am submitting to you, Professor, I think you have been veryconcise in your- opinion, but, ,there are .people and qualified indi-
viduals in this couutry that feel diametrically opposite, to what you
have expressed before the committee, namely, that our labor forceis going to be smaller.

It is not going to be larger, it, is going to be smaller and conse-quently if logic follows, we should be well able to sustain a 3-
percentsoinemployment factor in the economy.

Mr. Ihr.L. The structural relationslnp I refer to is one between
the unemployment rate itself and the rate of wage .inflation and i3
not related to the, size of the labor'. forcethat is, the fraction of

'tile total population that, is in the labor force. I believe that fraction
is largely relevant for the, question I have addressed:

One of the advantages of an unemployment target is that it isadaptable to these questioFK It doesn't really matter. We can't set
a, quantitative prOduction target because we just don't know what.
ffaction of the population will be working.

But, we can set an unemployment target and I think the bill
is exactly right, in focusing on the unemployment, rate as the appro-priate target. We can set an unemployment target even if we don't
know what, fraction of the population will be working.

Mr. GA ylg)s. I take it you have taken a counter position to Mr.Drucker.
Mr. IIALr.. I feel at a disadvantage because I haven't read the,article.
Mr. GAYMS. I, will make it available to you awl appreciate any

comments you can make...
M. SANAS! WilPthe gentleman yield?
Mr. Crivrio.4-1.
Mr. SAaASIN. I hav read some of Mr. Drucker's material. It

seems to me it, doesn't, agree with Mt. 50, although pin may be
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able to thul something that supports it. I don't think hi wouldargive at' all with the cOlappt Of this bill and- I don.'t think he wouldbk, arguiti.g. with Professor 1- Ian

Mr. (IAYDUS. NVin respond to my colleague. who I have a deepadmiration and respect for. I would sug(rest very pointedly I .ainnot talking about what Mr. Drucker's '-feeiings are toward thislegislation.
We are talking about his position as a man of distilwtion in hisparticular economic field taking the position that the Americanfuture, as far as the labor nmrket is eoncei;»ed, indicates a shortage,as rot/liter distinguished from a surphili.
I only cite Mr. Drucker to sustain that.position. hAt nits concludeItfY thanking you, Mr. Ifall,. You are Very intense in your positions.I disagree with some of them but I would like to have a concludingobservation on pair part.
Do 1 understand you correctly wlwn you did state in your studiedOpinion that we in this country could not. under any cimunistances,reinifmably expect.to sustain an unemployment rate of less than 1/4percent.
Mr. IIALL. That*would Ill OI1WWilat :111 I ll'adtilt l'111(.11r0 tOday aS showing .that without structural

could not,sustain all unemployment rate below 1 percent.My most likely figun for that is 5.S peivent. But. 10 ine-say.things can change. We could discover a policy----T llon't know ofsuch a policy today---that changes. tInit relationship dramatically':It is certainly true the number I would have given for that it)
years ago would be lower.. It might be as much as a half percentage °
point lower because things change in' the labor market.

The changes that have taken phicv in the past 10 YParsbeen adverse. Let me point out that the adverse. changes I thinkhave come to an end. I (10 not anticipate. on the basis of what Iknow about the labor market today, that the 5.8 peret,fit will driftup any -further.
And, In' fact, as the number of births in this country reached a,peak in' 19.574 those people are almost graduated frwn being teen-

agers and things are goMg to 1..!..let better. The outlook from hereis not, for the gloomy (upward drift in the sustainable unemployment,.rate for the future.
iVe have reached the verY worst point today.
Afr. GAvoos. Thank you cerv much. Professor. I imagine, I will

have to presume that p .ofessors are going to be in that 6 percent
unemployment area tw

Thank you, Mr. Chairman.
Mr. DANIEr.:;. I now recognize my distinguished colleague from

(..alifornia, the author of the bill, Congivssmati Hawkins.
Mr.. HAWKINS. Mr.. Hall, as a follow lip to the question askNI by

M. Gaydos, On pap,. 5 of your statement in whieh you deal with
. the question of ,a sustainable rate of uneuiployment. you use a figumof M. or Ti percent of adults. Is that the amounf of unemployment
that you constrile to be siustit iui(ll)h. 01 iou appropriate target ; which'iS it?

26,4
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Mr. ITAu,. I have avoided saying that the ,snstainable rate Should
always function exactly as the target. I van imagine sitnations
where the target would IW dijkrent from the sustainable rate.
-However. I. would.opimse the adoption of any single target much
below the sustainable rate because by definition .of thy'sustainable
rate I don't believe that target van bl` sustained.

1-1AwiiiNs07.0k.used sustainithle rate. What is 0,-t -a rate
when you say,'

My. ITALt... Thal& rate is-something you deduct fromthe data .1..,r,Oor. an inwmployment below- Ivhich the
rate of wao-c 1,1 tends to accelerate.

Mr. 11.1\vh.,INti. I tat .is a 5.fi, as rt is used on page 5?
Mr. I-IALL. It is an estimate Of an unemployment rate such that

when the unemployment rate is inni:h beldw I. percent we observe.
not. :Mst ,high rates Of wage itiflat ihn but rising: accumulating rates
of-wage inflation.

Mr. II-Awl:INS. Thcll it is a benchmark you use?.
Mr. It is a benchmark exactly.
Mr..1-1-AwuiNs. This, as defined in the statement. means 5.8 percent.

of :tdidts. vhieli excludes teenagers.
Mr. IIALL. The 5.8 percent is on the basis of the entire labor

force.
IfAwi: I NS: YOU said 5 percent of adults throughont your

statement. Yoll use adults as eg'cluding teenagers. Is that not true?
Mr. HALL. Nt understanding in writing this, 'which I now find

to IN incorrect, is the conventional definition used in government
data. mlults.being people Ivho are not teenagers, that is, .20 and
abOve, as a technical matter.

The 5 Ile rn'lit means 5 45'11Tlit among members of the lanor -force
age 20 and above.

Mr. HAWK INS. It is Inol'e than a technical matter. On-page 3 you
have tables that relate to adult uneuiployment rate and one whi'6,11
relates to 'the total un'employment rate. Yon have made a very
sharp. definite distinction throughout, the statement that %Oen you
talk about adult unemployment you exclude teenagers; isn't that .

true.that throughont the statement. whenever you makea statement' that says "adult imemplocinent" you are not referring to teenagers?
Mr. HALL. 'That is only when T reml the bill. I did encounter the

phrase. "AO 11111gliploynwnt". I assumed. mistakenly. the definition
used there was the same as useit bv the Bureau of Labor Statistics,

All or.mY research has been carried mit in terms of the official
unemployment 'rate. which I now, understand to lw, the same un-
employment rate a5 set. by the bill, yhich 1 believe is the correct
unemployment rate to be the target.

.

All references to the adult unemployment rate in this paper should
. .

simply be ignored.
Mr. 11AwicINs..Are we to understand On page 5. when you make

the statement that a reasonable single estimate is 5.8 percent, or 5
_percent of adults. that you are not excluding teenagars?

,Mr. HALL. 'Eh, r).8 pprroit inchia,:, teenagers. 'Eliot sentence, I, see now, is ambiguous. It should read, "a single. reasonabll estimate
ìM 5,8 percent .of Ow entire labor force",
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Mr. HAWKINS. That would have made it clear, but as you stated
here, your so-called target is not 5.8, or 5 'percent of adults, ac-
cording to the reasoning that you have used. It would be at least
one-half or 1 percent larger if it inchided teenagers. '1'.:.

Mr. HALL. The 5:8 percent does include teenagers. It refers to
the unemployment . rate for the entire labor force.

Mr. HAWK INS. Then. "5 percent of adults" should read, as you
define them, much more than 5 percent because in that reference
you4Gave excluded teenagers;. is that not so?

Mr. HALL That is right. If .yot set the target on the basis of the
adult htbor force-, which has a significantly lower unenVoyment
rate, the target .should be tower. . .

Mr. IlAwauss: So you'are talling about a target not around five
but substantially larger? It is at least 51/, to 6 percent.

Mr. HALL. That is Zxactly right. .
.

Mr. IlAwaucs. I just wanted to know what. you called .a target.
Now, are you going to say to all of those 'still unemployed, when
you reach that so-called target of 51/, or 6 percent, that all of you
ho are unemployed can just forget about. any' hOpe Of ever

'becoming employed? .

Are ..we to reach a point beloW whiell we would disregard all
' others who may be unemployed? What do you do to those who 'do.
-u.not get.by the gate at that point ?

.

..,. Mr: ITAm. At 5.8 percent unemployment, the typical unemployed
person ernains unemployed for le$S; than 4 weeks, so we should not
-calk about the unemployed .in tia situation as if there were, a
mass of j)eople excluded from jobS;

About half of them are people who are on lay-off from their jObs
and who fut ve a good expectation for returning to their original
jobs. The otlwr half consists primarily of individuals who have
just entered the labor market within the past 4 weeks and are
looking for wOrk.

15It is not correct to say that at that kind-of unemployment rate
there is. .in any sense, a la rge group of workers who are unabk
to find jobs. Rather, there is a large group of workers who are just
about to be recalled to the jobs they already have. ,

They should not be identified aS jobless at all. There is another
'group who are looking for work but haven't quite found it yet. We
shouhl not misunderstand what 5.8 percent unemployment means.

It is a very difTerent, world from 9 percent or 8 percent or even
71/2. percent where we find a significant number of people who have

. gone a fairly. long period of thne without- finding work. But at 5.8
percent mwmployment we reach a sithation. wliere the great- bulk
of the upeniployed are ill the process of finding work 43.r returning
to jobs.

They are not. at all a large group of Iwople.
Mr. HAwaiNS. Mr. Hall. you know that absolutely isn't true. You

know there are groups of the poindation such as minorities and
women .who, at 5 peree.nt; will have an unemployment rate of twice
that figure. Teenagers wOnld Airolntbly have three, times that rak,

This average of,-which y'utiAjwak certainly ,does not wash out
completely. .These .Spmial , wild . are not going to be called.

,
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back to sdme job, or who'have never had a job and are never goingto locate one., have larger rates.
I .am asking yon what you do if von reach the 5 percent and,let's say. there are individuals .who -have never been in the labor

market or who 'have been unemployed for a year or longer. Whataiv you going to say to 'them? ,What.are you going to do with them
who. at this rate, are going to be left out?

They are American citizens entitled to the same rights as others.
What are .vou going to say tO them?

Mr. HALL. In the first place, the group with the _largest unem-
ployment rates is teenagers. I have discussed that as a special prob-
lem. A: good part of,the difficulty with teenagers is their inability to
find summer work,

. ,

It Ids' importaat 'when: you see- a large unemployment rate for
teenagers that a good pat/ of that numbernot all of itrepre:-
sents, the- fact that .tlie',ecOnonly ,simply does not provide 'enough-,sunimer jobs for teenagerg, t

I' endorsed 'the provisiong' otiu acta, referQing specifically' to
'providing summer emplqinflpt TQI diellagers,T,Ik!ymid that. ,we
.shookl recognize .that at 5 ,peuititt 'Unemployment the typical nil-employed person remains unemployed for less thaa 4 weeks.

That applies even to those groups,isttli. vey'vhigh unemployment.rhtes. The problem with high nOmplOyment, is..not a problem ofpeopk. who permanently caimot find work. The di,fliculty,--7and
refer again to 5.8 percent unemploymentis at uneingloyment rates
like that you find, fOr exampla,'41e BlaCi: unemployment rate will., he higher. It will be at least percent.

If you look into the '4eta,ils of that t is not that that triertasthere i that fraetion of 1ñtcks somewhat .exchided from .Work,it is that the. kind 'of_ work they yet deesn't last Very long, they:getlaid off more frequentlymore freqtiently is .by, far' the largestexplanation of that.
There are problems in the !alit* miirket. and I certainly don'twant to paint a pictur6 which sRls that the labor market works

perfectly. One of'the major prohle4S is 4hat for various. reasons.
'minorities get laid Oil' ..jsths More fronnentry. But'it is not accurate
to interpret those mimini
work.
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than it. is for the take advflutagc!d

,

ig they are tinemnlOyed
you saying' they are enenip,19yed.Y,-

y jobs iiailable at ti.:+;,peront un-
here 'are not 11a1l ob for one .

oups , of high unem eat
t Inge. jobs So that if 'the iob

of, v(sing people ill -gF
'te is lot an mta.'ti4ti
fy in .,.ocating long:,*-terappears o diffl

,

.

tp

ii 'fi'n'd.t hey ..

Orlr. It
rk

d'T
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When we see 10 percent unemployment, that doesn'tmean 10 per-
cent of he labor force .is td-find work. It is 10'percent of
the lnr force is between: I. about to find a job.

i
,

It is stll a social loss. Itil1 :461nething ,we should very. much
concern ourselVes .with. lq 'Av(Nhouldn't interpret -that to mean
that 10 .percent of the lit cle i simply'''.unable to find work.

Mr. HAWKINS. Let's.,,; :aties' because I think the thrust of .
your statement dea4,,,-iti1l, ages. You seem.to have an ob ession
against. high .wages:.- Lr ine ,rtsk you whet lier wageS have an influ-

amt. low unemployment, and if economic
af terms, behind productivity gains? .
eq., that question:: There is essentially no

syMematically between 1)rices2and wages.
-,on this question and reached the same

ence .on economic gro
growth has lagged,

Mr. HALL. I hayo
lead or lag relatici.
Others have done.
conclusion.

There is one verAiripOrtant episode 41c1i I believe has- dom-
inated the thinkin
starting in late 107
sity, a reductionvin-
riod because
States, shifted

W, simply lu
. as we. were forci

M.
to productivit
are wageS leap

Ali%
thair.wages.
cal relatninshlp why-
ii the..real. wag tic

-,Today we Auk
where. ta
increasem wages, 6lie,
pere6ir increase

The: relationships:::*'
period on accOunt
the 'increase, :iri!

Mr. 1-1AwE.J
of a Year o' t
wages Jun
of titne.

Mr. I
20 yea'rs

Mr. IT

this issue today,' which is that prices rose
caus, of food and oil. There was, bY neces-

li.,real .wage that look place during that pe-
s -of, trade with rekecCto oil in the United
Verse,ty.

. ,

ave.higher prices, relative to wages as long
o accoK)ii. lug hl. price of oil.

-isiAthe, lo tVamn asking yoA with respect
mtAt thiS-wiiy. 9th respect to productivity,

1)(1 .prices?
'ourresSnmI4,.. av prieesiire risino less rapidly

st abO4 ow back,on the traditional histori-
ther6,, *4' 2 to 3 percentage point increase

. .

wage to the price.
to the more' traditional relationship

for the next year an 8-percent
rease, in' prices, and therefore, a 2-
e.

erv Much disioeated in the 1973-74-75. -
real loss to the economy associated with

(ice of oil.
you cive us a period of thne, any period

/Lfisr, 1P-vhatever. tune you want to, in which
!es and. productivity, Will you point out a period,

st, 20 years in which that, situation was true?
inpst. strikin, episode...of that kind was more than

It was during trio Korean! War.
itts:s. Within 20 years, at What time have wages beem

Pitoevs?
Wa (re inflation and price 4n flation was very closely

.

aSsociatN1 througli the third quarter .of,-1,973, and the largest single
discr ancy was on the order of ..hal I a 'percentage point.

. 1%, wKiNsc!!Was it actually leading?
, u. There was no,systematie tendency for either kind of

infi ,P;,4.0-.1ead the ther. was n; very close relationship.
-Mr. IANVICINS. Let Me .get to..the 'last point. I yoUld like to

dreSs my qiipstioning to .your stitethent. After you haVe ignored all
41A
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9 the priority programs in H.R. 50, and after you have misinterpreted
the main emphasis-of the bill, and its use of monetary and fiscal
policies;- its use of economic development programs, its, counter-
cyclical aid programs for youth, et cetera, you end up with the
main emphasis on. public Jobs in the private sector, which is a
terminal program and the program Of last resort.

You then get into some rather strange mathematics on pages 10
,, and 11. First of all, you saY there is an open-ended guarantee to

underwrite all Who may not have been employed in, the conventional
-- matmer.
:...r..-- .

r- .!.".',.: This completely ignores thp fact that criteria have been carefully
4,200t,out on.page 33 of the bill :in terms, of those who would apply

,,,T.::.,fror the jobs and how they' Would be considered, beginning on line
2,,where we say "such priOrity criteria, Where it.may be appro-

0,,.....e., nate to 'establish the order in which persons able, willing and
;11'.'*;:.:74eekiug to work are provided jobs."

And then the criteria written are the duration of unernployment,
the number of employed persons in' the household, the number of
people economically dependent on any such person, and so forth.
Yet, you call this an open-ended guarantee to underwrite the em-,
ployment of as many workers as are necessary to maintain the
target rate of unemployment. E.)

Even overlooking that misreading-7 of the bill, or not having read
the bill, you get down to a hypothetical situation in wtiich you indi-
cate that from 5* to 8 million persons are going to be put into public
jobs. f i

.I am sure you wouldn't agree with'the 8 million because, if there
are only 71/2 million unemployed at the present time, I asSume you
would 'agree with sOme number halfway between. that. ,

But, let's hypothctically, say, 5 million per§ons would be put in
as a final resort 'under this billthe argument, with which you
conclude, which I think,is not a valid one to use because we don't
anticipate this bill doing such a thingand we had 5 million jobs
and we used 10 thousand per job, that would be $50 billion.

Confirmed evidence before this committee would estimatethat for
every 1 percent of reduction of unemployment, there, would be $32
'billion gained as a result of the unemployment compensation reduc-
tion, welfare reductions, and so forth.

So, if we count 2 peregnt reduction, that would leave $18 billion
for that 5 million jObs.'in terms of the fact that those 5 million
persims would then be producing goods find services, would you
ignore completely in this, calculation, this MIT mathematics, the
multiplier effect? '

In other words, pin are saying that though people are going to
get jobs there would be no impact on the totaPeconomy. If you leave.
that out altogether then you end up with a differential Cost of be-
tween $40 and $50 billion, in your terminology, and ,a $10 billion
saving and a $40 billion outlay.

Would you say that is a correct formulation that would ignore
completely the impact and multiplier effect, the actual savings that

.avould_ result and, the fact that you.now have persons who are not a
. total liability, but who are producing goods and services as opposed

to those Who are not producing anything?/
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Would you saythat if we .could accoMplish that...with $18 billion, .

we probably 'Would lie do,ing a.great -service to the'ication. to solve .

mileconomic ,problems at the;cost of $18 billion,?4,
'Mt. MOst of the ac.lanta,res.yon have allied to there are

the advantages-of any expansionary program. The' reason I don't .

address Multiplier effects -is. that we have policies yhich require,.7
essentially, no movement of resources for ,,achieving expansion,
namely, monetary policy.

I don't think what yon said is quite tight about my position on
this.bill. I put-primary emphasis on the...fact that aggregate mone-
tary 'and fiscal policy can do a lot more than it has done..

It should do more ,today. In the first place, you have got. to cona7
pare, alternative, \\::iys 'of reducing- unemployment and even if you
foiMd several that seemed to haVe 'very favorabk computations of
the kind%yon hai'e 'done, yon still are obligated to take the best.

Monery expansion is essentially free. There is nothing you have
to do by way of setting up programs, hiring highly skilled adminis-

.-4rators, putting-Tesonrces into the prOgram. It costs a nickel to
expand the mone y. supply by $.Lmillion.

We have. grit t`ocompare One CkpansiOnary policy with an alterna-
tive "And -144. thaf mQietáry. expansion On a. cost-benefit basis is
the most "effectiN.:01,..

Ioetme, go !back' foAdrae'of the earlier remarks you made. Let us
not f6t:.- a riminent have he. ilitision that increasing- public, employ-
ment by 1 'Million NKoi'kers-'reduces ;unemployment by anything like
1 million workers.

That -is' a very elementark tViStalce...that is made and gives a very
seNing bias tmvardthese-progriims; but it is wrong because every-.
.time you tighten the, labor market afl kinds of other: effects take
place to .cituse an offgetting increase- in. mwmploynient.

It is well known, for example, t)liatworkers Come into the laboi.
foree in i.esponse to improved conditions.- in the labor market. That
is one of. tlw reasons that we get a large social dividend from de-
creasing the. unemployment rate It 44 precisely that 'we being more
people:into the labor imirket. .

Some of those, people become 'unemployed in the procesS of finding.
work. I have.tried to give sonic impression of what would be realiS-
tic.to get from, this kind of policy, and it, is nowhere near 1 Million
reduction in unemployment for each 1 million increase in jobs.

Mr. HAWK INS. I -didn't assume. that, at all. I was using the formu-
lation that you lIsNI. not, that I wonld agree with it. Let me just
simply ask you this. Don't you believe monetary find fiscal policies
which would be the main weapons used under II.R. 50 are the
propoT approacheg to.use and that the use of these, while it. would

° nOt solve all of Mir economic problemk, certainly should be the
beginning of the solution to the problem.

And this, backed up with 11. prop6r manpower policy and prOgrain
plus .economic devehipnwnt that would reach specific industnes,
groups and areas of the country, wouhl mal« the emphasis on public
service employMent, 'which seems to be the main thrust of your
statement. more, manageable and certainly, as a residual program,
much smaller than the $80 billion to which you refer on page.10.
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.Mr.- HALL.. ii have studied the.prograni fer -to that areother, than public employment. I think the ome good pro-grhms. I am not: against manpower programs link and believepeople who operate -these 01'00-rains and desq., tem would agreeit -is -just. yreating. a -fajse,illusion: to think you could achieve a- re-duction- in sustamatito unemployment-rate- of the magnitude em-bodied in this bill through those kinds of programs.
.We have valuable programs_---

. .Mr. IIA.w.isi::s. ii . my- qUestion I didn't ask you necessarily to
pick out' one factor. -I said a collection of these .programS, and Imentioned about 10 -of them, coordniated and integrated into soinesort of. a. specific policy approach.. Would that. tiot -go- a. long way'toward making the type of publie fobs to which you refer in thefinal pages of your statement thanitgeable. and ceAainly. of a verysmall inairnitilde?

. Mr. HALL. My impression iS..the achievement. of -thoSe program'siS, at the: very outside, half a pereentage point in thee unemployment
rate. nowhere near 'the, ,f.I.S. percentagti.4oints :that is, the gap be.
tweeit -the. 5.8 that. I, see' today as .whar.ift%eati get with aggregate
policy, and 3.0 th-at is in the bill.

.It boirs .down to a question about the evidence of the kinds, of
policies.. Perhaps I wasn't. clear. Lwas..referring to the 10-prus orminns .kinds of programs that 'You Were talking about; training.-Itt .F,progi s,.ima targeted programs,

I did-li study a fe.w years .ago that, tried to be comprehensive in
that and to appraise what the prospects 'for reducing the.unemploy-ment,rate through these. programs. It is not zero. There have been
successful progranr, but we should not Oversell tliose programs.
. It would be grossly overselling those programs to think that verymuch of the .2.8. percentage'points of unemployment .that we .need
to eliminate- could he done with .the kinds of programs that we havehad success witti in the past. and know about -today.

In other words,. I would interpret .this" bill .as putting, ii effect,
primary reliance on, first, of all, aggregate policy to get'5.8 percent,

. ..and public empkiyinent plus perhaps half a percentage pdint -at the.
.

.
. .outside.for the other structural policies.- ,

.

But,.most of that 2.8 percentlet's say 2.3" percent of ithas to
come from the public employment part of it. My impivssion of thelegishitionI am not.. an expert at reading legislationis that. the
bill reqpires pOliev makers to.aehieve the 3. percent using all of-the.
different tools it makes available, to them. .

My interpretation of the effect of thoso tools says that the one that
have an effect if it is operating on a large enough scale is public

emp vnient We can.go as far as .5.8 percent With aggregate poliCy._
and t en we 'have to rely oit,publie,employment. to ,Oet most of the

,-;remaining 2.8 percent.
. .

.
,

.

Theuntlinwtie I...do in my statement 'shows.. how many jobs the,
evidence suggests would be required to get 2.8 or 2.3 percent...-. The.
answer Is, it is a lot, alQt more thA manysupporters of this legis-latiA haVe in mind. .

Mr.. II.4twKiNs. Thank you very mrich.
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Mr. DANIELS. ,PrOfessor -Hall, the committee desires to thank youfor yoar.:appearan4 and your testimony.
Mr. GAIWS: .114: Chairman, it is my distinct pleasure to welcome,on behalf of all POingylkenians, a Governor I have 1rNopersonally

. acquainted with ftir a long time, and' who has on numerons occa-
sions, unselfishly 'Oren of. his time to come .here to Washington on
most important prohholis such as the energy 'shortage we had; the

. 'truckers strike and on various..economie. problems.
-Mr. Chairman, it is my distinct,pleasure at this time to introduce

to the committee as otir next witness, the Honorable Milton Shapp,
GoVernor ofthe State of PennsylVania.

. . .
Mr. DANIELs.. GovernOr Shapp, .1 'welcome ypu to this hearingand await with interest -your testimony on this very important-bill.

:STATEMENT OF HON. MILTO-N J. SHAPP, GOVERNOR OF THE .STATE
OF PENNSYLVANIA

Governor SuArr. Thank you very mucl4,,Mr. Chairman and Mr.
Gavdos. I greatly appreciate your kind words.

Mr. Otairman, members of the 5ubcoinmittee.:1 welcome this op-portunity to testify in support of I1.R. 50, the Full EmPloyment and
Balance Growth Act of 1976. 1 should also like to treat sonie eco-
nomic matters not contained .in this bill aad also give, some, of my
observations to the-'statOments made by tiff:, previous Witness.

This year,-1976, is the, sevenih in a row in which the- Nation will
haVe art intolerably high leVel of unemployment.

Since 1968, the official iinemployment rate has averaged. Well over
5 percent. The real rate of jOblessness,'connting thoSe forcedto work
part-time, has averaged 8 perc.ept. Unemployni.12tit among minori-
ties and youths has heen at -least double this.

And. Who knows really. how niany idle people have, simply thrown
up their' hands at, the hopelessness of the sitUation .and have disap-
pealed even from the statistics. I would like -to comment jast, briefly
on the statement. that I

, just heard with disbelief that 58 percent
or,.evek .5.. percent. shoidd be considered a normal unemploythent rate
in thireountry, orthis is what we aro going to have.I say that this . i!ountry cannot. siistain this unemployment. rate
without (ming down the drain in the 'future. I4hink if we jInst said
.te -Oursel;es if this Nation Were..at war, whiitnvould be the 'unem-
ployment rate. We, wotild.say be:fractional anemployment,
zero,' except for those people: betWeen -jobs, or studying to have jobs.

I submit thair is what:..we Slaadd be heading for as a policy of
this nation right now in., peaeetitne because it is attainable and it

inust,be attainable. I don't ge with compaterstudies. I would rather
think di terms of lniman. beings than coritfmtetmodels.

I .am truly appalled that in spite ,of this 'Shysinal record, the
Ford administration has `rejected. this bill as unnecessary and laid'
.beled its goal of full employineRt as impOssible. This is the height

.of hopslessness: 4
To say 4:hat this great ,Nation, with alI its tremendous wealth;

great vayiety and -quantity of resources, tind its reniarkable human.,
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talent
1 cannot.find solutions so that all our people have the. oppor-. .

tunity to .work productively is ttuitamount to sayine- that the capi-.
'tahstic system in American ean no longer serve trie needs of our
people. I reftise tO buy. that.

In my opiiiion,lit i. the p:ross mismanagement of our °Teat wealth,.
resources and...Jinni:in talent by incompetent .letiders..tlTat is at the
ear6 of the problem. I believe we, must and can have full employ:
ment in this Nation. .

We c:in 'pat millions of people baCk to work'Productitely earning
,money Nul paying taxes. instead 'of draining the Federal treasury
-for welfare and unemployment coupensation payments.
. It is.thile to stop waitiligmnd hoping. a,nd to start plaiming and .
working fora better future for our people, This .Nationstill has the .

will and.the, resonrces. We lack tho leadership: and direction to moye
ahead ..:

.
...The -Vear 197.6 should be -one in which the United -States makes

an unequivocal conunitment to provide a .job for every American
man :rnd W011111i who wants t , work. .

The Nixon-Ford.--Burns i I ekledowil approach .to -ecohoinics -haS
not worked for the past 7 years. and it 'will not work today. There ,

is no way we can restore i ,r,,s1)eFity and confidence in.intr Nationby
enriching, the wealthy *thimigh .tax bil'eaks and giving benefits to

, the special interests.. .
.

. __
.

I reject the:idea ,i-at we must sacrifice the productive work of
-. in i I l ions o f our peolTe to control inflation. 'And I rcieet the .entire

conccpt that Federal lindget deficits are. a .ause- Of inflation- in...
America. I refer you to Pivsident John .Kennedy's speech at Yale
on June 11, 1962, for 4.3ubstantiation of- this position.

: I reject the notion that a firll employment -guarantee wil l. prodnee
overspending by our Government, These .a re myths wInelc:iii.:e .
foundeil in neither truth nor historythough, like, all myths, they;
have great powers of persuasion.

.In the past . severa 1 years, We have had the worst unemployment
since the Great ikpression. ThiS has been' combined with the. worst
inflationo.in decades. Yet, the President's' economic advisers. persist

. in trying to.prove their pet econothie theory 'that We can cure infla,
tion by maintaining high unemployment, or by.tightening-the.mon6'

.supp1'. and increasing interest rates. Bring back the WIN.buttons.
They are just as t.ffective.

As I have, indicated,. I think it is truly disgraceful .that America,
-with onr mormous wealth, great hurnan.talent, physical yesources
and' great . mYeed for prodnaiNY labor; &insistently has- the higheSt
unOmploymenr rate-of :lay industrial' natiOn.

. .

X continuation *cif thiS'disparity is trilly a threat to the'capitalis-
tic democracy which.Aye in. America have deNeloped over the past .

., 260 yearS. . . . r a ,

Let me 'repeat : We .canand.,,thmit--LPtit. America back to. work.
achieve. full employment' and full' prodnetidn withi Mable priees and
control GoVernment .spending. Passage of. the'lltimphre.y-Ilkwkins. .

biil 'will permit ils to do that.. .
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.:: ..Ana by adopting the Kiwi') les of capital budgeting -fiiid- a na- -,,
'tifinalinvestment prtram,v.jve:ican further meetJhat :commitment. -
.-All of-lhese programs couldAean job's:and greft* revenu orour
ziatiOn-al State and-localtrea§nries::' ,

.;).'48'Lq.t ane turn to some of the: sNi.fics 1:& the Full'Employment /
.-. Pir4, :4 setS forth the righV of all adult AmericauS Co do use

worklor fair compensation:.
. , .

. .. -."
'Last year, this -Nitionitspent $20 to $25 billion-in unemployment-

coinpAsa.Uonpayments' qvelfare and other income .mainienance:pay-
ments to.-Support: peopleWho .wanted to work but could not. .- ...,-

.'At the same, time, we loSk nearly $50 .billion in Federal:tax rOL°--:-
enueS bectuir,e of excess -unemployment:: :The. income:maintenance ,,:,,,,,-
payments alone: could have: paidfq2,-,5 .to 3' million jobS, ;thus, '

,reducing Our unemployment levels 1)y nearly 40. percent. :

.-Moreovey,..liad. we .done this, the athlitional workers wonld have
boosted tax revenues by perhaps $10-., to $15 . billion, thus, cutting
significantly intO the. budget defieit. -. ..': . ..

-. Instead,. although -CongreSs :passed a series of measures to create,
diew jobs iii ho-using, in pnblie; st4.V.iice. 'areas and to. shore up .State.. ..and local goctiinient. revemies, the,.1314...sident repeatedly vetoed
these job bills.- °, . -'- ' . . . ..3.

.
.These Vetoes consigned millions.;of American- men and . wdmen to .

the. continuing insecuritRof joblessness, continning their dependence.'
on pnblie welf.ltreieprogFams, and Mounting diseonrao-ement OVerrthe prospeets,of theTfuture.

. ..

The social costs: Of the vetoes are unmeasurable.. Mental and emo-
Jional stress, diSintegration of families 'and crime are results ,which,
will.be With ns fOt7:.'Years to come. . -, . '4.----'. .. t,

. .

.p . .. .

-' I must Say f:. can neither understand nor lccept the. approach 'of
any..Politie.al leader whose only answer'"to- the, needs of millions of
our citizens is the:veto. What has...happened- everthe -past 7 years
is that.the Nixon :and-Ford adminiStrationS have turned-increasingly,:
to
stead o adopting rograms to solve these prolems diectly.";. -.

ir,6social programs . eushion the shock of econemic .proble s in-tpf h r
., -Instead of -investing money. to baila, new ,.houSino-, they .have be- .

.

come the Natioli's biggest slumlords. Instead of' refuilding our. rail-
3.'roads, they have :spent billions: of dollars to, subsidize inefficient .

service on' delapidated rail, .. lines.
In fact, under this adMinistration and .its prklecessa, bbiatO

.social Programs -and subsidies haVe become a way:of life .fOr million's,
.-AmeHeans. .. ....., ...

second feature of the Humphrey-Hawkins .bill Would 1.equirp
Ale PreSidenf to present:an annual, fitatement "ol the economic trends...

:
Sid analyn the relationship between these trends and our goals for .'.0,..
le economy. , . ,

'"., I concur with tbiselement. of tliehill* also. The:Federal GoVern,.;
Ment isalready:doing a great deal of economic.. plfunning. The'conn-
cil of:EconomicAdvismi; the Treasury Vepartment; Office t.4.4'Xan7.:,

. agement aml iludget. the FedM.al peserve lioard, make polint«dedi- ...,
sions regularly hieh "will affect the economYfor years tip, come.

s ' Often Oki!. respective.;plans .are at -odds with efidh other. Ag-',.." N. .. .

. ,,,, . 3 407,..
4 . . .

..r ",
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While we tlon't necessarily need more economic planning, we most
certainly need better planning. The decisions Of these bodies should
be driOni trig-ether regularly and presented in a coherent fashion
so that the Congress.and the public can revieW them., a

Inc identallyback.. in_ the early and mid-1960's. -I yused =teach--
courses in planning and one. of the. deflnitions I used for planning,
was the process which enables executives to make better decisions.

I think it is just totally unacceptable that we arbitrarily say there
should be. no planning for programs because. this means that execu-
tives are not in a position to- make more accurate decisions.

Instead of the present system of piecemeal planning, and of half-
hidden fiscal; monetary and economic agendas, we should have a
regular and etherent statement which is .subjected to full scrutiny
and congressionatrview.

Third, the bill would begin the taslrof making the Federal Re-
serve Board accountable to the public. Arthur Burns' theories of
economics have liven the single biggest cause of both inflation and, .
unemployment iii the Nation in recent years.

Each time the Federal Reserve BoaKd tightensIhe money -supply
and raises the rediscount rate, higher interest:rates flow throughout.
the econouiy. driving up the costs of virtually an 'goods And,:l
services. :-

The Federal Reserve Board, unfortunately, is enchant ed
false premise that inflation can be curbed by raising interes
because the higher cost of money will lessen the demand Mr,
and ease moneys pr(ssures:
. But this_ Vie,ory .overlooks the simple fact that the cost of b

rowing is a major cost, factor for all businesses and.industries. And-
when the .cost of meney rises, industry must raise its prices to
.offset these additional costs.

'Thus. tight money and high interest, rateS: actually increase in-
flation by raising the cost of doing business. This has happened-
rePeatediv, at least four thnes, since 1965, and will continue to haP-
pen until those Who shaPe monetary policies are made to account
for and justify their )(dims and plans.

.Fourth, the Humphrey- awki-rrsbill, would direct the President
to develop specific', programs to improve. Governmeq efficiency, con-
trol inflation, and provide the millions of productive :jobs we need.
to end upeMPloymept and lybuild America.

There is,only one way to do this, and that is to begin a natiorial:
pnblic sector investments, program to rebuild America, and by so
doing, stimulate the private sector of our economy'. We -can and,.
must put our enormous resources to weirk buildingup our productive
capacity.

Public sector investments in rebuilding our cities,. rehabilitating
and modernizing mit' railroads, putting in water and sewer systems,
educatino. our young and training our work force will create millions
of new joPbs.tind billions of dollars of additional output.

It. is ironic that the, concept of investment, which is an accepied
principle of business, is so foreign to 4' President who claims to 'be
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ding business. Virtually ever,.j' succesgful business, firm males es-
.144.N ntial investments as. it means ,of increasing itS incomeand most

businesses borrow to niake these investments.. ns -long as the pro-
kieted Yield will, amortize the liorrowing, and Atm a pvifit..

Tisi weise.s _the...stratep;y4...ive_need...in..;Washbigton. PublicL
sector investments can improve transportation, fiuild new housing
and new neighborhoods in 64i-cities, awl improve the skills of our

41' work Time. These investments can also stimulate. private sector
investmeqt several tiMes over. -

A: study in Pennsylv.finia has shown that for eacfr dollar of public
Sector investment. there,ill -be. a tfignisring. effect 'Of $2.40 by the
private sector. The combined'$3..10 will result in an annual adaition

Jo out:plit of Virto*$10.-
Bnt, instead of inVesking public sector mOney to build up 'the

economy, thesPresident's bthiget recommendations actually are based
on reducing. investment tc) meet increased social cosIs.

To repeat. a point I made earlier. the Foill administrationcis
using, social programs to absorb the, shocks of its -own iliSdireMd

economic poliCies. Let me explain this with specifics :, .;
The °President's budgetpage 19-20 of the 1976-77 Budget. Sinn-

marynotes ,that the recent rise in outlays for social }vid inc4mie
security programs 4indicates an increased response to hunDin needs, but.
sc.ould present, a long-range budgetary problem of fundamental- im-,
portance if these programs weue to grow in theiinture- at the same
rate as they have in the past."

The commentary continues :.."The budget cannot accommodate the
same, rates of growth in tli,o futnre, and maintain an adequate level
of defense and :other direct Federal activities, unless the Federal .

Government. takes an ever-increasing portion of GNP through in-
creased taxes." .

ale reason why these "overhead" costs of Government have risen
so fast is precisely because we, have failed as a nation to 'build up
our productive capacity. In Partienlar, Government has faileg
inves,, sufficiently in retearch, education, transportation, and', de-

. velopment of natural 1.esources, thus n(;cessitnting bwreased eosts
; of welfare and unemployment compenSation and reducing lax

revenues.
In fact, there is a great danger in the President's arguments. For.

he .has not cut, spending in his budget to.tbalanc.e it; he has cut
investment. 'And, as a Dation we will pay., dearly for this in the
future as bir output fails to grow.

And this is exactly 'what the- President is saying in. his budget
summary, except he doesn't understand the reason for it.

The- President's budget projects a continuing decline in invest-
ment-type outlays' over the. next. 5 years. And .I say this is false
economy. 1'10e-sector investment goes from -about. 23 percent to 21
pereent.

-It is false because by skimping on public sector investments, the
Ford AdministNition will guarantee a continuation .of high unem-
ployment and low-productivity.

This,' in turn, will .fUrther increase the an-going costs of gov7
ernment income maiztendanee and social .programs. False economy
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such as this could produce a downwar& spiral in our nationaleconomy.
It .means that although 0* budget deficits may be smaller this

year and nexttthey .are bound to be much larger in the future. The.
,Pri;sident spends all of. his tanw worrying-about the expendithre
side of the budget and doesn't, eYeil talk about income or' revenueside.

I don't know of a °single business enterprise anywhere which
wprks oil this prineipk: Business always.starts with its reveinte
rut ions and makes investments to) illCreatiV 11110 t bell to eurtail
operating costs.

Buginess strives to hold down its operatingCosts. But in business
it reallydoesn't. matter, ill any fine year.how high operating costs rise
to slipport growth as leng as income exceeds .operat ing costs.

The spread is ealled profit. We. Amuld be using the .same con-
cepts in government. We shbuld be staulating the erononLy to increase
income. This way, we coukthae, a surplus of government profit. or at
least, a balanced budget.

Moreover, these Federal policies are forcing State and localities
to cut back tlwir inyestment-type outlays as well. By oiw estimate,
State and local government revenues -werv reduced 'oy $27 billion
in 1975 dne to the recession.-And each 1 percent of excess unem-
ployment will reduce State and local revenues by an -additional $6
billion this year.

In a related matter,, in Pennsylvania alone. nnemployment bene-
fits are costing more than $1 billi.on,a year. JUst think what .we could
do to stimulate tlw economy if we could invest this $1 billion in pro-
ductive jobs. But because of, inismamtgement here in Washineton,
we can't make those investinents.-

-Now, I would like to say for the record.-that because of prudent,
management by my administration over the .past 5 years.,.PennSyl-
vathia is in good fiscal shape. We have cut, eosts, streandined govern-
ment operations, and, for fhe fifth-straight year, I have -proposed a
budget which -requires no incTeasain invime,sales or business taXes.

.Our bond rating have improved 'steadily and if the naMonal
ceohomy improves I see no .fiscal Cris* on oar state's. horizon.. I
fun proud of that record, for I think that...my administratiOn has
done .all that can he reasonably ex,pected !to reduce costs and' still

:deliver neead services to our people.
But we still have some very serious problems for a .heavy pro-

duetin state, where unemployinent is 8.5 percent in,Pennsylvania,
and unemployed workers are exhausting their benefits at a rate of
nearly 100,000 a Year. Moreover; inflation and recession have forced
us to limit outlays in State programs to the point where we are not
even keeping up with rising costs.

.

Like other States, we are building few, if any, new highways,
and little additional 'housing 'for ourcitizens.Otir major cities could
be rebuilt thrOugh a major investment program, .but 'neither- the
citieS themselves, nor the States, have the resources to 'ilo the job.

2 7



275

My proposed .State budget for the next year vontanwd gin overall
spending merease of less than 1 perqnt, hall of tlw rate of increase
in the cost of living.

Like- other States and loca4tirs, we. cannot spend more. than our
revemws.. When the national economy goeS flat, Nye cannot increase
our investimmt 'outlays to lwlp put it back on course.

The I-Imnphrey-Hawkins bill addresses' tlwse problems by requir-
ing the President to prepare a countinvyclical employment program
and to gonsider stand-by public works programs and an antireees-
sionary grant program to States and tocalities.

I N.alit to voice my strong support for this aspect of tlw program,
but I also want 'to point to three other areas which should be
-exaMined as'part of anv..program to enhance the viability of 011Pr
States and .rit tes.

Although I will not discuss thein in detail, I think that programs
should be adopted for tlw following:. Assure continued acceSs of
States and localities .to tlw moiwy markrts at reasonable rates; r6.-
form our welfare system by federalizing it :, nid. refinance educa-
tion so as to eliminate the property tax inirden for Nlucation."

T think these programs are essent Ml for any program of
range economic, progress in this' nation. Jobs which could be creater-d
through tlwse programs need not be make-work robs. We have more
than enough productive work to keep millions of people occupied? .

'for years building up tlw ,intrastructure and improving the quality
of nfe in this Nation. .

That certainly is mor e. equitable t han confininp- these people to
unemploymNit and welfare programs. A nd-i n the long run. public
sector investments t'vhich employ these people will pay larefe retiirns
by increasing the productive calxicity of the nation anti reducing
social costs.'

I say let 1976 be the year in which we make firm 'our conmutment
to pnt America back to work. Let it he the year in which We re-
solve to beginibuilding a better nation for our ehihlren.

And let it be the y,car in which we draw the line unmistakably
bet ween the errors and misma nagement of the present and the
potential of the fanture.

PromPt passage of the HumphreV-Hawkins Full Employment
Act will etch that line indelibly and' let us begiii7MOVhig forward.
again:

wisl ttiauk you for this opportunity to.testiq
dIjAVili cfttainly be.glad toan.twer any of yoiir.questionS.
Mi.. DANR:t.s. 6lovernor Slmpp. on .behal f of the committee I

Want to ..mipress our thanf:s for your fine comprehensive statement
reference. to this important bill. H.R. O. '

'Governor, yesterday we _heard testimony fimn, the Federal Re-'
, .

serve Board .(-irwernor.. Charles Partee. who s tiLl Wv .shoidd not.
establish specifie numerical goals Iwcause. to establish a, definitive
goal .would Also requiro responsibility for attaining such a goal. Do
you Agtee with that- statement, and if. not what' woukl you recom-
mend?
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Governor SHIPP. I definitely do not agree.-,`I think, as we start our
third centilry Our forefathers would probably be turninff over in-their
grayes if they thought, wte would be adopting any kind of policy
tint precluded a larcrt-e number of ,our citizens from benefiting in.
the American system.Yet that is exactly what that policy would do.

In the first place, I think that 'fiscal and monetary policy has to
be changed in this country so that it is used to stimulate the econ--
omv and, as I poiatgd out in my- text, this can be done.

f think that the Federal Reserve has been greatly responsible *for
the _problems we have had with high unemployment. in this.Nation
and the ("ontinnal stagnatipn a our 1'00110111V. Iii No.velliber 19,
using the excuse 1110 they. wanted to stop the flow .of mOney from.
th Unitql StategNo Europe because they had Iiiigher interest: rates
over there. The Fellefal Reserve 13oard tighteneirothe ni&ney supply
and raised the redKpVt rates.

They set. off the PIersent Wave of, inflation- with'il;Ot aet, and have .

compounded the error fOui times since then. They have done the same ,
thing., every- time tr"tng to control inflation. And these very, arts
create the inflation and have ereateil the 114Th unemployment

.So, think. their policies are clearly out of' step with what Is.
necessary..And what- they have. just advocated as a principle I think
is out of step-with American tladition.

. .

Mr. x Govertior Pa rtee also testified that if the Federal
public employment programs paid the, prevailing, wage as defined
by the Davis:Bacon 'Agit; or the Federal mhainium -wage, or the State
and local minimum wage, or the prevailing wage- in State and local ,,,..governmentAlitit tieople working in the private sector would 'be
NIticed to-leave ftheir positions in the prile sector6n search for
higher paying jobs in the,ocommunitV.

What are your thoughts on this subject?
Governor finAre. prst 6f all, I noter considered it a bad principle

in this country for a poison 'wolfing for one salary to try, to find'a
t better job wherohe colild make mbre money.

,When I waS runwg my ow'n business I consiStently sound it
profit-title 'fbrour cothany to keep ottOrained peopfe by making

-tame they hacr adegnalk compensation. And so I don't think what ,

they oe talking about:would happen ,because I believe many of the
people, whet' aro looking for work at the present time and need-
training would go into the job markets that are created by this bill
incl those who have better training and have greater desires would

iertahely seek.9ther jobs.
&nue of those who are in private. employment, if they are making

Jow -wages. would seek to find. jobs .that would be paying more ,

money, I see nothing wrOng with that. I .thinkthat:is something that
Ot:les on all the time. d

To use that .as an .excuse for not stimulating the economy begs
the issue because what it says is we don't:want full employment so

*we can keep the Wapes low. I think that is exactly the opposite of
_the approach we .should be taking in this country.

Mr. Ditxtra.s. Thank you for that answer.
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Do you think' the goals of full etnployment and price stability are
atthimible siniultaneously? ., .; .'

. .Gdernor SIIM'i% XVS, I do. I think full employment is an esen-
Jial ingredient, Of onr economic policy. I believe that price stability ,

will eome about through sevend factors. First, what I indicated
before, if the Federal Reservii will maintain low. interest _rates and

, also an adequate money supply they woift be forcing' busilAses to .

I raise pTices because they have tdpay more to get money.
This is pne .policy that could be folloWed, I- just. don't think neces-

sarily full employment and rice Stabilit?.41.re inconipatibk. I think
I've should be able to inainta ii,04., . .,

Mr. DANn.4.s. The preyigA,:, Witness, Profe'kor Hall of MIT, ,antl.
a..wituess yesterday mdicaWie.that while ;the.ligoal of full employ- -!'
ment,. as speeifie*in this -bilVxouleb e... achieved- but, pn the other-
hand,it could 'not be -sustaintirbtaintained foi a long period of
time. .. I...'.. ,'..*. . \

. k.'' .' .

1...

k:.to a. thesics I'expoulided ,,..6 .

i,.'..,.,re wouldN l;e no reasOn.
country .fO'ras long

. .

What is your yiew on that? : ':, .,
Gpvernor Stimir.Again, I will"

a Jnoment ago.jf this Natien were a;
IvIi?, we couldn't susi.ain full employine

We ar w.''n but it is an internal NV1c. ;
have an .war. tO make sure
what it sh iver to Our people. 01

7'.. to a full lif4:, includes the opporti
includes the r) ity to get proper'
to nse the edu )tha training to wo
family.

And so; I. trii 're tti carry At J. h. oi):'
m. and recog itttional7Secu'' 'y lif.4 ia:

is ju as impo .externally. UnIA we,..t
.

people i enjO), li$,, and look fOrvikraito ti,..
we are wea unp. 6";! Itsti.i.1 structure 400 Nicti.. 1.0

We catt do, ,,ttfes6 th ..).(s, We can ,stnvulate.17114,p-0,tit i :), !.t) can
keep our- PTV e ',b'figs;'-lititVeciiieS ilit. liPtitillaillg ptir.,.'6i4,itinitli'litg,.,'..
else, iust :,tearing-'&vn 't,;lte.:;sltinis .ancl'Ojitting 'UV ,,iikiv .71iitilitingi4,::

; And .4t iS a payi0..,..priVo0ifiPii beeause over irlto'N,elri.;, on2tnlit vest -;' .I.-
1.41.4t baSiS, you :Nyild. Att. ,3:0110ponoy liai:17'in rIpi,p4yieplo(jings.
: 'Yon:will be p4i-Ag...Fvrkg'rs then collOiiiii:tia.x. /t:them: Thev
gill go, off utiemplopment,i:onqwnsation aulwelfitre. As an exiunple

-,..V.OntVe a program here, 'fuS(AptilruiiikIt calls fer`the establishment .
.. Akitf aRitil Tjust,FtMd. -, :. '''',' ''' .:=,,,-. ''t:''' ..! ''''

1;;)

h6Alia ir' present", is'44Ntrs old ...liit,: it eoirbe modified -for the
. _

..

rt it,,,iii: intildion: STnikr th is. piPirrii th, we uotild teliabilitlite id I the
.

Vrt ili:.iiii tris (0,111,11k4kinoderirize-tht5Ii'with'iieni'lic.ki elei:trgify tlw
emu) ut. -i .f: 'eli! .c..lriSilicittion ylt.rclsz n.0)'.igita.,ingiquiptiient.,;. tile, 7

v(-eir t: 4or S41:1 billiriu. ,,.!... 4`; ,. , ,
,. . . .
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t :1;*:44.4..-60,Liaviikef,axes instead, Of. ttwinik'itmepI6'ittent .co cw,,

pittion':iii",Iyeffare so that s,i:nt in ,3,9"ar ,MI,Tenue's 'on.. tN.e':b
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'fhen,.. With a small sureharge on a fteig I. aniund 4 to 5'pe.ivent- over. a .20- ()I 30-vear period; you c pay for the .whole
rad moaernization+program the same as von tor the Interstate
Highway System thrsaigh the Highway Tills& lid.

. You vould +rot a neW modern rail system :Jdeve lower inflat.ion".. .,ht+feiity,:v.yolt cut down the cost bl.. shipping. Freight. 'rates. at the
pfes!hit time. are going.to go lip thaybe 40 pq:cent in the nest 3 years
beeause,o0he d'ila,pitlated shape of tiw railroads.

.

:With alicprogrPan likc: th von. Make .money. It is all. investment
pmgrain that anY hfisiness uhll'entertain. This is the type of thing

.: we should be doing in this 1.. untry. Yon pia people to.work improv-nig theigtrastrurture nfthiS' Nation'. '.. ':, .
..'That ti.x.y. you. inewase Prodnctivity,'control inflation' apd createjobs ant 14-e- irbelter nalion..

Mr. D.NA8iErisettAtttl Similne prograinS.cOuld he provided in theam,
of transp6ahtion anti hom4hig as. well. '.'
:Gmonnu ;;;Irrre.ktAbsolutelv. Yon- ronld just ,take your housing

'.. prograus.,for all your .cities and in your .'rural'areas' as well, by' t.lie
way. bkause some .of the most delapidated housing is in the rural
areas of...14nerieql ...

Yon :::!otihl tinanot thiS.Ithitsiii:4-uither through a public basis
by f4i-iiiih1ltr.t. thet, woney to pir*.i°`,ate enterprlso .iinder st i11lated7.c.:-

. ternis and put iip Rew, honeing.witWthortgages ot '25 to 30 y'e 's. f
'YOU.vuldIfint-inillhifis of polite Co4ork and ha Ye a bettter ion. ..4.*.:Iliese i*ogranis elfil 'for a national iilvestments polio- and'l t 'ilk

this has to ,..to" along- wtth't he .pres-ent bill'.'-4..
.

,
..Mr. .f).vata..s. '9ne furthe?"question, CiNc-rnor. SectionJO4'of flakbill requires tlfe Presidtint to snlimit to,..,cioverno;i1/45 of each 'State;copies of, tite, ha enndovpokt,and balan0+41.'growd\ pran.".Within ..,'-'(t) days. the ri(lovernor.'Ptigy subfidt 0: reprt, containing lindings V.and recouiqyuffitidilsegardingyhe proposect plan,..IS thi S. a. rea-; *,'

sonable tium.iieviodtAkpect yoh and theothen4lOvernotta,to be,able.
to assemble the reacgon of you*.StiMeS siuce th0-bil,I.wOld requirethe Governoi iolgqi; vikt6 and cominent§,..of .C.itizOs NI,'!.ithin- theState after,tlu;'-holdipg orpii .. !leanings?"' "' 7, ,' .'+

ilip
. ,:Goyernor.k. SHAY+. Sisty*ydal, Avoid& be reasonablv ifj,y9ii. justwanied to repott back f rn a ,St,ate. Rut if;:von 4iintInto rilmrt. itrf- .depth whereVy6o 'fir et

17.
iihr, t izeaparti.Opation.07Z!aKt; be done.

offcct ively in the 10 ( t .0* Oil .

I think you. wont( akii' at Nt'st a 6-4inth period .f6.`accomplish
that. But if yOu wcre.-tootend pw.. a's effitt-ernor of Pennsylvoniiv, A,.

we could prepare such a draft or von within 160
request to give...fon luautline.of 'What can be done in Pen.noskytt1NI: jarininittir.W.,,,.

. what our pmblentta}:Qits tfilce.. what would he t first.:Seccinth'-','.....third, foulth and fifth priori n ob"rder tor, Start InoVing in thise ,-_,./.-.-vpe of pMgrath. `v- . k., . 4 . :0- ; - . -....

i,,...4.Mr. DANIEl...s.. Yon wfi'd then recommend a "anger/ riod.....of::...tithe? .,,

.a
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Governor SHAM% I would recominend a longer period to do what
you want, but do it in two stepS; keep your 60 days:for your tenta-
tive prograrn and -Nen, after you have that,lutve us continue work-
ing to get the program .refined in greater. depth.

Please don't get., us into -an environmental-iMpact statement. type
.of operation- or yon will never get-this program off the ground.

Mr. DANIE. Can you suggest any other modificatiOns or im-
provements in this bill, H.R. 50?

Governor SHArr. I think this bill; as you baYe it, starts moving
in -the- right direction. As I indicated here, I tnk. we have to go

_farther than this hill to accomplish the goal of .fulFeniplOyment' on
a .continuouS 'basis. What I would like to see done is a change. of
bUdgeting-system of the United States so that we have a capital
budget' wherein items that are for long-term growth are st,gregated
from the.'operating costs, just as is done in preparation of a busines,s

' budget.
Wien voii-do this..t hen government would amortize its investments

eadi year,. just like business does. Operating detieitswould most likely
disappear because- right now we are mixing long-term investments
with operat ing costs.

1 .addressed-the top officials of A.T. & T., about 5 or 6 months ago,
aird,said ti) themothat if A.T. & T. operated'on the same budgeting
prthciPle ,as the T-nited States. we would 'still be/usIng Crank tele-
phones in this eountCy because there is no way you can make a long-

-114ln investment in buildings and equipment and amortize it over 1 (1

year as we are forced to do so with our present Federal budget.
Again; I just refer all of you back to the speech by John Kennedy

at Yale in June 1962; in which be came out for this 'national in-
yestment an( capital budgeting proposition. I think it is funda-
Ittl.mental to loi .4term growth of this eountry.

Mr. DANwtis. Governor, the Chair will have to call a brief rece.ss.
The clock indicates there is a Yote taking place on the House floor
on a yery important bill on military apprOpriations.

.

We will go over to respond to this call and be back promptly, I
assure. you, in a few minutes. I am sorry for the interruption.

[A recess was taken.] .''
4.Mr. DANIELS. 'The SlIbCommittee'will come to order.'.

;'.1Governor Shapp, in .. the course Of your festimony yot
reference to. a studli that yoU caused to be made ,regarding the
railroads. '-

Governor SHAPP. Yes. . .

Mr...DANIELS. Do you have a copy of ,that Which you could leaye
with the committee that we might .incorporate 'in the record?.
j Governor SHAPP. I willihe vey glad to submit this copy:
.' .Mr. DANTELS. I appreciate having this, May 'I. ask unanimous
consent that the study pertaining to the railroads prepa*rek for
GoVernor Shapp be made a Part of the record. ,/.. , '

[The. document. referred to follows:]

^
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THE RAIL TRUST FUND: A NEW FUTURE FOR
AMERICAS RAILROADS

The nation's railroads are an,irreplaceable public aiset.
. For more than a century they have been the backbone of
America's economy, and now, more than ever, they are
essential for continued growth and prosperityg

; Ironically. while we have lavished public support on the
rest of czur nation's transportation system, thrciugh Federal and
state aid for highway. water and air transportation, we have all
but ignored the railroads.,

Actually--and Surprisingly, in view of the needthe
transportation legislation th70 has been passed by -Congress,
and most decisions renderkd by the Interstate Commerce
Commission have been directred toward reducing rail service in
the nation rather than increasink ahd improving it.

As result, ournation's rail system is far from healthy.
Neglect has been the rule rather than the exception, not just
among bankruii't eastern railroads but across the nation.
Deteriorating track. a chronic car shortage, and poor service
have generated millions of dollars in unnecessary costs for
America's shippers--and ultimately-for the cOnsumer as well.
This is a hidylen. but none-the-less irnportant, factor in creating
inflation in America since the cost of transportation is a major
part of the total cost of producing goods. - ,

And the rail industry itselfonce a giantlif profitability--
is now characterized by high costs,- low earnings and
bankruptcy or near bankruptcy of some of its major compan ies.

America's railroads are at a crossroads: either a nteans
must be found to revitalize them or the nation w ill be forced into
a program of massive 13ublic subsidy or even outright public

4ownership. Neither alternative is attractive. .

The Rail Trust Fund is a propoial to oVercome, this
negleCt, to modernize and equip railroads to furnish the high
quality of service the public requires.

The. Rail Trust Fund is not a proposal to nationalize
railroads. It is not' a government takeover.

The Rail Trust Fund is not a device to restructure. merge
Or splinter existini railroads.

It is not a subsidy prcfgram for railroads.
Rather, the Rail Trust Fund would be a government-

sponsored, self-j-iquidating investment program which wotild
enable privately-owned railroads to obtain sufficient fun'ds to
modernize and expand all of their facilities in order tcr better
serve the public.

,.

^Cr

286



/ '
284.

. P.

it1
It provides, the means of channe mg about $12.9 billioninto track andyard imProgements,jelectrification,and rolling

. stock purchase's over a sfx 'year period..Repayment will come
from O. five,percent surcharge on rail.freight revenue's (taking
half of thecently-approyed temporary ICC rate increase). The
$12.9 billion All be capitallied a.nd financed over 30 years so
thAt the improveniehts can be completed in a matter of yet,trs--nat decades: ,

Most of the giants from the Trust Fund Will be made to
railb;ads in proportion to the, amount of the surcharge they
collect. Eit.0 railroad can, spend its grants on deferred :
tnaintenttnce as well as approved modernization projects, such
as track, electrification, yard and terminal improvements.
These will be Apased on the raih-oad's own needs and pribrities.

.,The Fund will also provide a source of low-interest loans
for purchase Of new andrebnilt rolling stock)for both railroads
and their jointly-owned car pooling compagies.

, In many .vgays the Rail Trust Fund builds on the
undeniable' success of the Highway Trust Fund. Like the
HighWay Trust Fund, it provides a long-term commitment toinvest ip ce. vital segment of the transportation system.: It
provides a sure source of funds, jiisras the gasoline tax does for
highways. Andlike the Highway Trust Fund those who benefit--
the userspay the coSts.

Just as the Highway Trust Fund:from a small beginning,
forged a modern, high- speed road network spanning the-
continent and reaching previously isolated communities, the.Rail Trust Fund can provide the impetus for a..modern rail
netWork to speed the movement of goods and 'passengers
throughout all of the United States.

The potential benefits of the Rail Trust Fund are
enormous. For shippers, improved rail service using high-
speed main lines and modern yards and terminals will mean
lovier Costs. RailroaUs can achieve renewed profitability by *
attracting more business and handling it less expensively. And
the public can be assured of a truly balanced transpertation
system to carry us into the 21st century.'

2
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TRUST FUND AT A GLANCE

What 'will the Trust Fund do? .

It will make $12-$13 billion of grants to the nafion's
railroads for improvements in track. yards and other facilities
over' a silt.-rear period.

Where will the money come froniP
All railroads would collect and pay into the Fundit five

'percent surcha'rge on freight revenues. Thus,like the Highway
trust Fund, users pay. The general public doesn't. In turn, the
surcharge will be used to pay off governwnt-backed
obligations financed over 30 years.

Are a41 railroads eligible for Trust Fund grants?
'Yes. A ll'railroads would be entitled to TrustFund grants_

for rehabilitation and modernization ptbjects in proportion to
teir Surcharge colleCtions.

How_wou.lcltht:' money be.sPent?

L.According to the railroad's priorities. OUr estimates
suggest the following needs:

Iv

Rehabilitation of Road and Track' $6.9 billjoi
Electrification 3.2 billion'
Modernization and ExpansiOn of

Roadway and -S.ructures
MoOrnization of Yards

TOTAL

1.9 billion

0,9 billion
$12.9 billion,

What about the' car shortages? ,

A $1 billion revolving loan fund would be created.in the
first two years to finance rolling stock purchases'to help ease
these sh'ortakes. The basic'surcharge will be sufficienkto create '
'this fund also.
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RAIL TRUST FUND IS A GOOD REMEDY FOR INFLATION,
FOR THE ECONOMY AND FOR INCREASING

EMPLOYMENT

The Rail Trust Fund--a program of prudent investment--
is a good prescription for the economic ills of double-digit
inflation.

Railepads are so basic to the nation's economy that the
economY'ciinnot prosper while the railroad industry is ill. Huge
unnecessary costs have been added to the nation's .

transportation bill because of poor track, archaic yards and
terminals. and pow...utilization of freight cars: Thesecosts can
be reduced drastically by increasing investments in .the

'railroads,
Capital made available through the Rail Trust Fund will

allow clearing the maintenance deficit% inodernizing yards and
terminals. and rebuildmg roadway. Electrification will allow
significant operating economies and encourage §haring of
facilitiesand costs--by freight and high-speed passenger
service. The Rolling Stock Revolving, Fund will provide
financmg for rolling stook and motive power purchases.

Lower operating costs to the railroads will be one result of
this program. A second result will be increased reliability
which wdl allow shippei'sto plan.their output more efficiently
and to cut back dn inventories-and their carrying costs.

All of these factors wifl work to slow the tendency to
rising prices in the:economy.

Nor will Trust Fund expenditures themselves be.
inflationary. Compared with gross private sector invu.stment
more than S200 billion annually and a Federal' budget of $300
billion a year. Trust Fund outlays a re indeed Sinall.The S860
million called for in the first year of the program is only
percent of,private inVesteent in the nation.

4
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WHY A TRUST.FUND?
2', .

. ,
The railroad industry needs more capitarthan it can raise

either internally Or in today's mone)Vioarktis. Projects of
unquestioned financial benditelectrifiaticin of heavily-used
%

routes, modernization of yardswed '0:armitals, acquirlition Of
new and dependable rolling stpok7-aTe regularly postponed by,

, railroati'maliagements becavse of their limitad ithility to raise
the necessary capital. . i , ,- '. ,

. ,
Low Rate of Return ".

Among the reasons for thiaRstate otaffairs is thetiow Fate'
of return on Ovestmehts iesiailroade. Since 1957, for example.
the rate of return n capital invested in railrOads -has beenti
consistently belo the "no risk". average 'return On U.S.
GovermOent bonds (Figure 1). $ .

FIGURE 1
$

UNATTRACTIVE RETURbt ON RAILROAD INVESTMENT
7

CL,ASS I RAILROADS

,

1950 1955 1960 1965 1970 1973
Sou rce:AAR: 1973 U.S. Statistical Abstract

, The rate of return on net investment in Class I Railroads fell
below the rate on U.S. Government bcinds in 1957 and has
conttnued lower than this "no risk- rate ever since. thin;
proving unattractive to investors. This has s lowed-the flow of
new capital into railroads.

5
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No industry can keep pace with a develoPirig economy if it
,does not or cannot make the capital investments required for

replacement and mOdernization and expansion. Failure to
replace, plant and equipment as they wear out has produced
skyrocketing costa in the railroad industry. These costs sere .

behig paid by railroads. Shippers;and cansurners. At the same,
tnne, the% absence of investments,in expanding facilities has
been' a severe limit on gTowth in the induafry...

_While there are disagreements abOut'why railroads are in
this predicament, there is wide agreeMent that railroads are
capital starved rhea compared with the work they -do for the
ns4ion. . . .

,Low Maintenance 'and Capital Spending

This is amply demonstrated by the declinkin railroad _.
outlays for maiAenance of way and capital expenditUres per

. unit of railroad work (tkte%gross ton mile).
, As Figure 2 indicates. railroad expenditures. On

-.Maintenance of.way 'and structures per glossatin _mile haVe.
lieclined throughout most bf the fifties and sixties.. Only. in

b i iicent years haVa car'riers begun annual maintenance efforti
. approximating needs. Yet the two decades of neglect are not

being ove ome, and we 'are actually fallinK fUrther behiral the
, need. .

Nor d,u g this period is it proper to asstime that
railroads became more dapital intensive Eind therefore more'
productive so tbat less annual maintenance investment was

,

Capital expenditures for roadway arid structures haven& ..

kept pace with price rises aud increases in railroad output.
While'gross _expenditures have increased rather steadily, from
$286 million in 1950 tb $449'rriillion last year. Figure 3 shows ,

.accounted for. the 1973 outlay is only 60 perCe Of that in 1950.
',tharafter inflation and a rise in railrdad gro ton miles are

El

While it is true that ton 'trifles have'increased over-this
period; many or the costs of. moving freight have risen

- spectacularly and servicelias often been reduced. In addition
railroads have lost their ability to compete for high value
shipments where speed. and reliability of delivery are
important. ,. .

.

That railroads have continued to operate as well as they
have under these 'circumstances can be explained less in terms
of economics than by traditiondetermination and ingenuity of
railroaders themselves. .

291
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Y.'lliticrsr4ANCR or WO Expninrrums
. HAVE SHOWN AN,IINEVM PATTERN, , '
BARELY KEEPING BP WITH INCREASEH

,,, RAH.Rb4D oUTPUT.
; .. .

. a I.'CENT5-
0

.120

0
1950 IP 1955 1960 1965 1970 1973

Source: AAR.

tiaintenaXce of way expenditires by the nation's railroads
;hive increased steadily in the 1950-1973 period, But they bave
not always kept pace with

b.
growth in railroad output.

Maintenance of way per gross ton mile dipPed after 1954 and
,*did not regain ite former level until 19711 -This is one
indication of the extent of the railroad maintenance deficit.

4
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RAILROAD OAPITAL SPENDDle 9'021:1K1ADiPAiejaWt
imumnaiss HAS PALLINBRIOND RILRAIDARD

INORRAIIINORAR.Stqlai

''1

,

tits Imo Iles :11101973

9 otikir5.AA*Pinii*Y, OS**
Plandisig and DevidOpriant

dross
the nalices ralroidikhaire Shostiolter this USD49 3prMid

citpftat orpendlhureale. *De

BuiP whin 4:frico, Adaesiind inOreases n zflzo.d "dutptit, ere'
accounted for. the; itzOnd Is downward. Spendiog (in 1958
dollars) fell from .0225 cents per*oits ton mile in 1950 to .016
cents in 1973.
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The reasons for .s endMg less for necessary upkeep ails
fairly simple. As mos.t people involved, with railrOad4 knoiv,
railroad accOunting methods adopted by the ICC treat the
installation of ties with a35-year4 ifs and rail with a 80-yearlife
as 'a current expense ,raMer than as a capital investment. By
contrast, under generally accepted alcoounting_ptopedures_s
business wotild depreciaie the value of,these alsets over illeir
. useful life. V

TIE REPIACEMEN ONMOST OP THE NATIONS
RAILROADS HilL$ .Ncyr FULFILLED NEEDS

avEaasE 1T1E RENEWAL 1968 1972

AVERAGE TIE REPLA.d,EMENY AVERAGE Tit' REPLACEMENT
GREATER THAN NEEDS LESS THAN NEEDS.

KANSAS CItY SOUTHERR 20 WESTERN DISTRICT R RS
6 MISSOURI PACIFIC ,

NORTHWESTERN PACIFIC
St/LOUIS SOUTHWESTERN

AKRON, CANTON 5 YOUNGSTOWN
CHICAGO a EASTERN ILLINOIS
RICHMOND, FREDERICKSBURG a

POTOMAC

FLORIDA EAST COAST
NORFOLK SOUTHERN
SEABOARD COAST LINE
SOUTHERN.SYSTEM

27 EASTERN DISTRICT R R'S

4 SdUTHERN DISTRICT RR'S ,

,Souree: Calculated from AAR data.

Assuming a 35-year-tie life. only 12 of the nation's Class I
railroads met annual replacement roquirements in the 1968-
1972 period. A normalized maintenance schedule would have
suggested replacing at least 14.3 percent of ties in this pesiod.
All but 12 railroads replaced a smaller share of their ties.

The ICC procedures have obvious income advantages,but
have encouraged railroads to 'defer necessary replacement of
ties and rail in years when business is down iii order to,
maximqe the profit shown on financial statements. Normal and
necessaW maintenance is deferred so that ra ilroads kill appear
attractive to invetors.

2 9,1
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PERCENT

40.-% souTRERR.,, \DISTRICTf WESTERN ,

NIN8TRICT

, \

Iou
CROSS TIE ReitLACEMENT FAILS,

aBOITIF

1938

Source:;'Estimate of Deferred Maintenance in Track it
(Study prepared by Thomas K. Dyer, Inc. for FRA).

New cross ties installed are shown here as I
baijed on an average life of 34 years for trex
District railroads (four southern railroads a

, replaced cross ties at or above the norznaliz4

Cancer cif Deferred Maintenance.

This practice has fed the cancer of deferred maintenance,
a proeblem throughout the'railroad industry" In recent years
only twelve of the nation's 63 Class I railroads have renewed
railroad ties at a rate.greater than normal replacement needs.

10
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CI3 KEEP PACE ;WITH NORMALIZED
tEMENT

'60

, laterials for Twenty-five Railroads."

'743 tin

,

. percent cif the estimated number required,
,ted ties.:In recent years oply the Southern
re included in the 25-railroad sample) haAre
'NA replacement rate.

:72-531 (3 - 70 - 20.

Since 1968. fifty-one of. the nation's Class I railroads have not
met norMalized replacement needs.

In a recent study of tie-and rail.ieplacement needs made
for the Federal Railroad Administration by Thomas K. Dyer,
Inc.. twenty-,five of the.nation's Class krailioads (representing

,

1.r
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71% of all Class Ymileage were analyzed. Results of that study
illustrat4 that contrary to popular myth, the nation's railroads
were well-maintained during World War U (Figure 4). No t until
1949 did overall tie replacement fall below normal replacement
needs. Even ithenv Southern 'District railroads continued .tie
renewal at or above annual requirements until 1955.

,REGIONAL RAIL REORGANIZATION ACT 0 1973 WILL
NOT SOLVE RAILROAD PROBLEMS

The Regional Rail Reorganization Att of 1973 does not'
provide a solution to the plight of the Presently-bankrupt
railrOads in thettclortheaA-Midwest Region.

The Act Rfov ides $1 billion for Conrail. half of which mttst
he used for rehabilitation and modernization of properties it
acquires.'An additional$500 million is Provided for leant by the
Unitep States Railway Association for implementing the Act4

By almost unanimOus agreement among the,raill'oads.
government, anti private transportation; analysts] this is not
rinough money to do the job..The FRA-sponsored rnaintenance
deficit study by Thomas Dyer, Inc.. examined railroads'
repreSenting 86..percent of the track mileage in the District and
found .a Maintenance deficit that wobld cost $2.1 bWion to

icorrect. Expanding this to cciAr all Eastern pistrict'arriers
'raises the total to $2.4 billion. '*

Penn Central has estimated a current deficit ok.$562
million forteir proposed 15.000 mile`cdre system alone:Add to
this their estimate of $156 million for maintepance of ertUitikitent'
deficiency and $565 million for needed 'service improvennent
qcpenditures and the total comes to $1.283 Million.

Using these figuresthe First. National City Bank
analysis of the proposed Conrail system estfmated it would

o' suffer a tofal capital defierencrofta-stuntler $2 idlliorrwhich it
would have t6 try to raise in the capital markets. This included
capital requit'ements of $3 billion for acquisition and working
capital and new equipment..

.

This estimate by Citibank represents a strong Vote of no-
confidene in Conraii by the.private financiers and effectively
closes off private capital as a source of.rehabilitation arid
modernii.4tiqn funds.

2 9
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Tie Replacement Needs ,

Thereafter, deferred tie replacement became a nationwide
rairroad malady. It is perhaps coincidental that this was one
year before enactment of the Interstate Highway System which
so subçessfully boosted truck competition.

t until thirteen yeard later. 1968. did the Southern
Distr ct railroads'. again Undertake large tie replacement
programs which have continued through tlie present period and
have erased that Dintrict's tie deficit.X
, ,4Summary of First National City Bank Estimate of Projected Ca0

Requirements and AUthorized Financing of Conrail
(Millions of Dollars)

Cash Requirernents
Way Deficit $ 562,Maintenancent

Maintenance of Equipment Deficit 156
-Service Improvements 565
.New and Rebuilt Rolling Stock 1.010
Working Capital 300

RobTotal 2,593
Acquisition 3.000
Total Requirements
Audio, rized Sources

ebt 1.100
'Common Stock (for acqUisition) 2,500

/
r Total Sources 3,600

Deficit to be financed from private Sector (1.993)

Source!' AffidavjtofJohn W. 'Ingraham. First National C ityBank. before Penn
Central Reorganization Court Junc10. 1974, pp. 10. 13.

..

There is a second lesson in this analysisthat wholesale
abandonment of light density branch lines will not restore the
railroads'. financial health. The Citibank estimate of capital

' requirementswhich assumed a reduction of 8,000 miles from
the present trackage--found a total capital requirement of $2.5
billion--one billion more than the total authorization under the
Regional Rail Aeorganization Act--just for roadbed, facilities.
equipment and working capital-

Nor dues abandonment ilrovide the melps of raising this .

capital in the private sector. sinpe Penn Central has claimed
Etonly a "net annualbenefit of 0 million. from abandon ing 5.000

miles. This will have only trivial effect on its profitability
and hence on its ability te) raise money in the private finauce
markets. Thus, even with wholesale abandonment, the Regionitl
Rail Reorganization Act does not provide the capital to
revitalize the bankrupt railroads.

13
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I
F,tgure 5 illustrates the results of exttagiolating from the25 railroad study to all carrierS.Since 1938, all Western District

railrOads have 'fallen 9103 million ties behind in meeting normal
maintenance needs while all Eastern District railrbads, often

FIGURE 5

EASTERN DISTRICT ANDf WESTERN
DISTRICT RAILROADS SHARE IN TIE

DEFICIT

SHARES OF,TIE DEFICIT

(Cumulative troirr 193314)1972)

WESTERN
DISTRICT

EASTERN
DISTRICT

50 91
Millions of Cross Ties

(SQIJTHERN DISTRICT -
No Deficit)

Source: "Estimate bf Deferred Main ance
in Track Materials for Twe ty-five
Railroads." (Study prepared_by. Thomas K..b
Dyer. Inc. for FRA).

Fourtee Eastern and seiren Western District railroads
included in the 25-railroad sample have not replaced cross
ties at the normalized replacement rate . for more than 20
years. When the cumulative deficit is blown-up to representall . railroads in each district (see Technical Appentiix),
Weitern railroads are in need of 91 million ties while Eastern
roads have a deficit of 50 million.

,

14 ,
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b bet ieved to lie the most neglected. are 50.4 million ties behind in
meeting -normal -'replaceent requirements. The bill for
meeting this need was estimated at $3,214 millionpationally of :
which' the Western District railroada' share iS $1.996 million anci
that of Eastern railroads $1,218 milling.,

'Rail Replacement Needs
,

The rail deficit is eimilar according to the same s tudy. As
Figure ho .5outhern District railroads have been more

g replacegrnt neeq. but even they havea
eficit. Since the late. fifties, the nationzg
"my fallen well below 100 percent of their
<for replacement. In the late sixties

ail ads began spenhing more to oVercome-
their accumulated deficit.

). .
If the Dyer study results are extended to lill railroads, the

rail deficit is indeed large.
ifeasured i;i tons of r 'I required to reaeh a normalized

condition, by 1972 Ole 'Ea rn Districf was farthest behind,
requiring 2.82 million s which Would cost an estimated
$1.405 million (Figurel). Western District railroads which have
a smaller deficit wou kis etill need about 2.09 million tons of rail
at a current cost of about41,035 million while Southern District
railroads, with'only a 263.000 ton rail deficit, can be brought up
to standard for about $128 million. .

Thlis the nation's rail system tockr needs about $5.8
billion just to replace worn-out rail and ties. In fla tien increases
this cost daily, and the six year Rail Trust Funsi program to
correct this deficiency would actually cost $6.9 billion when
finished. Yet this inVestment is vitally .needed because its
absence is costly to the railroads, rail users and consumers of
products nwved by rail. The co it of not doing whitt is obviously
necessary will bej much greater and will represent a direct
increase in infl tion. Conversely, making the needed
investnents to reh btlitate and modernize the tracks.will speed
transportation an reduce the costs of rail operation.

aggress
slight tic
railread

req
Southerb District
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FIGURE

UNDER-REPLACEMENT OF RAIL HAS BEEN NATIONWIDE

SOUTHERN
DISTRICT

;

\ i`,
W6F:4,71. .'s

1 .

\li.
%. A -.1.

;
1.

. 1

40

0
Ma '40 45 .50 18 '40 . *6 '70 , irk

Source: "Estimate of Deferred Maintenance in Track Materials
for TwenV-five Railroads." (Study prepared by Thoinas K.
Dyer. Inc. for FRA).

Main track' rail installed is shown here as percent of tile
normal requirement Sinoe the late 1950's mogt railroads in Use
sample of 25 have not replaced rail at the normalised rats. Sinoe .
1989 the Southern District roads have replaced rail at more than
100 percent of the requirement, but this has not been enough to
wipe out the rail deficit built upin the district between 1959 and
1988.,Western District railroadS have replaced old rail in spurts,
but sot enough to prevent the.build-up of a sizable rail deficit.
And the -Eastern District oompanies have under-placed Kail
consistently since 1954.

JtJ
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FIGURE 7

ALL DISTRICTS SHARE IN RAIL DEFICIT

SHARE 6F RAIL TONS
REQUIRED TO 'OSTAIN
NORMALIZED CONDITIOe

-
I Millions of tons .of roll)

'WESTERN
D1STR CT

EASTERN
DISTRICT

SOSITHERN
DISTR ICT

C:=1
2.09 2.92 0.25

*Incaueos requirement for yard
end switch frock

Boum: "Estimate of Deferred Maintenance
in Track Materials for Twenty-five
Railroads." (Study prepared by Thomas K.
Dyer, Inc. for FRA).

The 25 raaread;used in the Dyer study have failed to replace
rail at the normalized rate since the late 1950's (with the
exception of the Southern Dietrict railroads which have
renewed their replacement program during the last four
years). When the cumulative deficit is blown up to represent
all railroads in each district (see Technical Apperdix),
Weetern District railroads require 2.09 million tons of rail,
Eastern District railroads need 2.82 million tons, -and
Southern District railroads need to install 280,000 tons of rail
to tripe auk their deficit.

17
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Train Accidents

Among-the obvious effeots of deferred maintenance are -
accident's that result from faulty equipment o'r inadequately.
maintained track and structures. Figure 8' indicates that since
1957 (when definitions of accidents were changed) there has
been a 'steady increase in the proportion resulting from
deficiencies in maintenance of way or structures--a-ise from
11.2.percent in 1957 to 36.7 in 1973.

FIGURE 8

NUMBER OFTRAIN ACCIDENTS HAS RISEN ANDMORE
ARE CAUSED BY MAINTENANCE OF WAY

TRAIN ACCIDENTS, 1957-1973

MAINTENANCE OF. WAY
DEFICIENCIES

swats OF
ACCIDENTS

10,000

7,500

PERCENT

40

itttk.

5,000
; 1,43

0
Mee fry. 19711,",4!

-

&mow Pedaral Railroad AdmIniairMion.Aaaidaappaileallii

,Tlia Mao la the nutaber of trajzi aocildiasta:iii'fia. 1117:
period hi at least partly due to the ineresehig outlitt
railinads. Note that the share of accidents caused by
maintenance of way deficiencies has skyrocketed, from 11 ;

percent in 1967 to 37 percent last year.
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Th*increasing costs'of accideate, which are reported in
current dollars, are explained *part by changes in the buying
power of the dqllar. But there ianoequilly simple explanation
for the rising share of these cosis attributed to deficiencies in
maintenance of way or strnAtures (Figure 9). Much of this
increase is undoubtedly due to deferl maintenance.

if9GURE 9
''COST . OF TRAIN ACCIDENTS IS UP AND A LARGER

SHARE RESULTS FROM MAINTENANCE OF WAY
. DEFICItNCIES

MILLIONS
OF

DOLLARS
COST OF ACC IDErS,

175 N 35

PERCENT,

150 ,

MAINTENANCE OF WAY'
,DEFICIENCIES 2,

50 IA, i I I I I 1 11111

o

o

s
Mr1/4,

/

/ Sk.4

40 /

125 25

100 20 i .

75 15 '', ''.

50

1965 1970 1973

Source: FederalRailroad Administration,AccideutBulletin.

Cost of train accidents has more than isipled over the 1957-
1973 period. Meanwhile the share caused by maintenance of
way deficiencies has risen steadily from lA percent in the
first year to 33 percent in 1973.
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In addition, the Association of American Railroads
maintains records on the loss and damage to *contents of
trains. Here again, as Figure 10 shows, the lbsses attributed to

PIOURE 10

LOSS AND DAMAGIC TO .FREIGHT CONTENTS HAS
INCREASED ANDA GREATER SHARE /8 CAUSED BY

DEFECTIVE. DNITS AND TRAIN ACCIDENTS

.AIILL14S

DOLLARS :74

DEFECTIVt'UNITS AND TRAIN ACODENTS'

- PERCENT

111111111111

Loss and damage to the lading of freight cars has increatibd
from $120 million in 1960 to $232 million in 1973. The share '-

caused by deferred migintenancereflected in the losses from
train accidents and defective unitshas risen fromless than

. 13 percent in 1060 to 20 percent in 1973.

20
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train accidents and defective units is a rising share of the total,
which itself rose substantially during the sixties.

The cost.of-accidente is by no means limited to bankrupt
Eastern District carriers. In fact, as Figure 11 indicaies, in the
1970-1972 periocrSouthern and Western Distzict carriers had far
more accidents per work unit than those in the East. In spite of
the dominance of bankrupt carriers, the Eastern District
accident rate was 1123 little as half of that of the Southern District,
and 71 percent of that of the Western District.

All of this accident analysis simply reinforces the
'knowledge that deferred maintenance and overage equipment
are costly to the entire railroad industry and to most shippers,
and a contributing factor to inflation.

FIGURE II'.
SOUTHERN DISTRICT LEADS IN ACCIDENTS

ACCIDENTS
PER MILLION
WORK UNITS
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Source: Federal Railroad Administration

1972

While Eastern District railroads, Izarticularly thoie in.
bankruptcy, Fe thought -to have the highest accident rates,
both Southern and Western Districts were higher in both 1971
and 1972.
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In the 5 yeareriod, 1988-72, six of the nation'srailiOadawitil
at least 5,000 track milesthroe Western .Districi, tiro
Southern District and one Eastern District-had accident
rates iiigher than Penn Central's.

No One Benefits From Deferred Maintenance

Vhien the system does not function efficiently, everyone
loses: ihe shipper whose customer is inconvenienced, the
receiver whose bdsiness may be disrupted if products arrive
damaged or late, the railroads which lose business because of
customer dissatisfaction, and the general public when the costs
of goods are inflated by increased transportation costs and rail
car shortages.

Man'y of these. ctors'. are egg-lit to quantify. Fdr
example, "slow order ns to reduce speed limits on
certain stretches of tr ck 1r sety reasofts, are known to be
widesprdad in tha ecially on Penn Central tracks.
lame oeihre 5 or 10 miles per hotir. yet there
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is no readily available public documentation of where these
slow orders, are in effect GI. their cost.

For Amtrak riders Who travel at 10 miles per houri.
through dong stretches of Penn Central track in Indiana and
arrivd at their destination three or four hours late, the
inconvenience of misofd connections will always bedifficult to
calculate in dollars and cents.

-To branch line freight users whose service ,is reduced
from twice per week to once per week because it takes two crews
to conmilete the round trip instead of one when speed limits were
greater, the costs could be determined but itwou Id be cheapert4R
improve the track thim to make the neceasary audits.

Rising Per Dioinn Paythents

Another partially-hidden cost is the'indrease in per diem
payments to owners of railroad cars for the add itional time they
spend on the lines of a poorly-functioning railroad. While it may
appeer that rail car owners benefit through receiving higher
Jentals, there is a fundamental loss to the whole economy by
having niil cars idle.

Measured as a share of net raoad operating revenue, the
net rents of railroads increased sharply between 1960 and 1972
(F'igure 12). And while there are different explanations for this
drAmatically increasing trend. most of them can be reduced to
two reasons: either railroads are unable to return care
efficiently to their owners,. or they are unable to raise capital to
purchase cars and must instead resort to use of cars owned by
others to meet customer's needs.

Per diem payments for all. Class I line haul railroadS
average 90 percent of net rentq for equipment and facilities. It is
these car hire payments that have caused the sharp rise in
equipment and facilities rents and which have resulted in large
drains on railroad finances.

,To be sure, the Eastern 'District railroads' net rent
payments are distorted by the huge outlays of Penn Central.
After the merger those costs skyrocketed and even exceeded net
revenues during 1970 and 1971. the resulting acceleration of
these increasing costs for the Eastern District caused by Penn
Central is also reflected in the nationwide increase.

But eveR,eo, all districts are experiencing an increase in
per diem coste-rcosts which can only/be controlled through
restoration of. decent track coddi(tions. 'purchase of new
equipment, and modernization of yards and terminals.
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.FIGURE 12 %
,XQIIIPIIENT AND FACILITIES RENTS EAT UP AN; NCREASING PROPORTION OF OPERATING REVENUE
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eciitrae: ICC, TranspOrt Statistics In the US. :
_

,.100r:the same 215 railroadsused in the Diir
kloteiguipment and facilities (rent income payable.) ham
4c.->een calculated' as percent of net revenue fro* raliViityl
74eiticnis opera:ting.i.nome extiaisjis):14040.,:,,.paynsents in the Eastern bistrict abiorbed neSrly itAlt the .,1972 net Operating revenue while the 25 iailios4s titgethey.
;:intid out about a third of their net revenue tO equipment azid
: faollities rental rather than investing in naW equiPment of

their own.
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Car Shoitages
While high per diem costs reflect delays in returning cars

to owners, the other side of this delay is reflected in their non-
availability to rail users. Figure 13 indicates_that'the aNerage
daily freight car shortage of Class F railroads has varied
widely--from a low of 22:5 in 1963 to a high of 42,534 in March of
1973. These shortages are subject to severe seaSonal swings, as
Figure. 14 indicates, thus making it even more expensive for
carriers to meet all needs at alllimes.

FIGURE 13

THE:Qp,ovaNci FREIGHT CAREHORTAGE
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OF CARS

30,000

26,0'00'

26,000
.

24,00 0

22,000

20,000

ilk000

jets:loci

14,0ob
12,000

14000

600 0

,Daft.M111111 11

6000
4000

- 2,000

1963 1965 1970 1974

Average for first oomplete week of January of each year.
Source:ICC:AAR.

The increased demand for freight cars of various types has
far outstripped the supply which has suffered from too few
purchases of new cars and a slow rata of rehabilitation of old
oars. Federal Railroad Administration rules outlawing 50-
year old cars will tighten the supply more.
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FIGURE 14

EASONAL FREIGHT CAR SHORTAGE
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Over a long.period of time studies reported by the U.S.
Department 61,:l.:ransportation. and the Federal Task Force On

' Railroad ProductivitY revealed that the typical car .cycle has
increased from 16.6.days in 1947 to 25.6 dams in 1972. Freight car§
spend a third of their time in intermediate yards and almost as
much, time in.carriers"terminals, .

This comparison 'is the essence of the reduction in rail
service to customere pad the resultant increased costs due to the
lowered utilization of equipment.

.

' Pezhaps rthis fact. more than' any other; illustrates that
deferred maintenance and the absence of Modernization of.
yards and terminals are gloating railroads and shippers dearly.
Clearly. it AI here that givater efficiency in the use of existing
rolling stock is possible. FOrexampleaksiketion of one day in
the average car cycle-4rom 25.6 to 24.6 days--would equal an

C .

. increase of neaily 70,000Cars to the nation's rail car sultoply.
. . .

Roadway Modernization Needs
.

An inability' to raise capital has also fOrced railroads to
skimp ori expenditures for other "betterments" to roadway and
structures. Some' heavily;used rOutesoften laidout ahuridred
years agoLare characterized.by steep grades and sharp curves.

' Old bridges and:trestles often impede operations, and in some
'. cases fag a threat to safety as well. . /

Modern construction techniques cOld overcome Many of
these pnlblems. and allow railroads to benefit from operating
economies as Well. Btit funding problems have kept many of
these projecte froin !tinting-past the design stage. .

Rai4oad expenditures for all roadway and structure
r.bettermentsincluding those to yards and term inals--averaged

$382 millionln 1969-73. This is only slightly higher than othe
$356 million spent for "betterments" in the 1950-59 period.

_. whichArp. *relatively. prosperous one for railroads. But if one_ -

di tofiO14 e 1969-73 outlays account for inflation and the
I indeba of work the railroads now do (the latter
mea,Ould i,h gross ton miles). expenditures in the past several

. ;, ye 's'OtOriously deficient. In fact. as Figure 3 illustrates, in
e tiMeive years these real expenditures have averaged only

53 percent of those in the earlier period. 4 .

The Rail Trust Fund would provide $2.9 billion whir six
years to return these outlayS to their previous annual levels of

., spending. Of this, one-third. or $952 million, would be heeded for
yards and terminals and the rest for other betterments.
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Car Supply Problents Cannot Await4doderization
\While rhodernization of roadways, yards, and terminals

. will undoubtedly ease freight car shortages, those
iniprovements will be years in coming. Anil at the.same time

... there are Other Pressures, su,ch as the outlawing of cars over 50 ,/
years 6f age, which will contintte to reduce the car supply.

. Currently, th nation'a rail car ni a.knufacturers haire -

backl'og of ol.ders o year or more. Car repair progranis by the
railroads theinsel es-are returning some units to service and
the AAR is at work deviping means of improving tse among
railroads. . , i

The AAR, -in testimony, before the Senate's Spehial,
Subcommittee on3 Freight Car Shortages jatryear, estimated'
that the railroada needed7i00,000 cars4b end the shortage.
Figures.conipiled 6 tile'ICC and AAR indicate average daily

COPYING AN EA THAT WORKS: THE HIGHWAY TRUST
FtiND

Throughout' t e ()bate onivayl"" to achieVe .good rail
,service, the Most tro esome issues have beer; financial. How
much Public money is tb be invested? Where will it come from?

The undeniable success pf the, HtghWay Trust Fund
'deinonstrates that it is possible to raise all of the money needed
to Modernize the railroads, ark; to do so with a simple, widely,
understood method; without apdrain. on the Federal budgat.

. The Rail Trust FAnd i huilt op this lesson from the
Highway Fund--and --W. on the common premithe that a
"cheap"solution to the nation's raiklifiAllenis in all that can be
afforded. It began with the calctrlation of the size of the job
facing American railroads. just he planners of the Interstate
Highway System began by est ting the sis4 and cost of a
major road system for the natio '

qnce the scope of the jo calculated fol. bringing ,
American railroad s. up to needed ndards, a schedule of work
and means of financing were addressedagain, just as planners'
of the Interstate Highway System had done.

By earmarking. highway user taxes on fuel: tires,
accessories and the like, Congress created secure funding for

, that highway system. And Highway Trust Fund receipts have
grown ov.er the years from about $2 billion in 1958 to about $6

LB billion Currently.
The Rail TrUst Fund unabashedly,copies this idea by

proposing a user surcharge on thef reight biil paid to railroads
and earmarked for a special Rail Trust FUnd. The size of the
charge was derived from the size of theibb that must be done md

3 3



...shortages of nearly 40,000 cars in first quarter of this year.
/ ..kIt is probably impossible t an exact accounting of the

shorrage--anl even if one cou d, this Would ncii. be Useful
because car availability7s,so clbsely tied to car utilization.

The Rail Trust Fund, through i tstRolling Stock Pievolving
Fund, would provide a line of low interest credit of $1 billion
over the first two \years to linande car, and locomotive

, ,, purchases. At todayes prices this would pay for 20-40,000 cars
-End 7$0-2,000 locomotives depending-on the mix between the
two. After the first tWo years this line of credit could be
'expanded to $2 billion to finance additicnal rolling stock
purchasksia - ;"--

. The ling Stock Revolving Fur,c, would alai) provide an
incenttixe for the development of a 'national' car -pool fleet by

, financing raigoad Jointly-ownl car supply companies: .

_ \
it is tq tit, pZid by.,t1fose who will benefit frein irnpioVements-

- rail userb. . ' 6 ,' 1 .

Thus, like the Highway. Triist Fund, the Rail Triust Fund
wil1 not.be an additional drain ;on the public treasury.

Actually, Since the suggested rate is only five .percent
compared to thiklecent 10 percent surcharge approved by ICC,1
freight rates cou 4 t'ie lowered at the time the Rail Trust Fund is
put into operation. . .

Because the money is needed for im riled iate reh abilitation
and modernization of ,existing rail facilities, not for planning,
acquisition and construction of new routes. the Rail Trust Fund
differs slightly from the' Highway Trust Fund. Expendity.tes
will be largely. completed in its frrst six years and paid for over
30 years like other public improvements, rather than bent* paid,
for out of current revenues like the Highway Trust Fund.

,. : But the many similarities between the Rail Trust Fund
and ihe Highway Trust Fund are intentional. A simple scilution

, that the public understands is necessary for today's rail
problems, and a successful pattern like. the Highway TruSt
Fund is more readily understood' than a new complicated
formula. .

.

The Rail. Trust Fund solution,'like the Highway Trust
.1-'

Fund, is predicated on the Provision of more and better rail
service, not less, and it creates a financing scheme for attaining
that laudable objective.

incidentally, the principles involved in establishing the
..Rail Trust Fund are the same as those used by AT&T in

Planning for maintenance. modernization and expansion of the
telephone system on the basri of need. Bufilgeting on the basis of
need is the cornerstone of success of alost all businesses.
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The Missed Opportuntty of Electrification

Among railroaders the benefits of electrification on
heavily used lines ..are well-known. Repeatedly engineering
studies have demonstrated that the ,cost savings of
electrification will more than pay the cost of the project, but
because there are more pressing needs for the limited capital a
railroad can raise, these prOjects have been put on aback burner
by railroads.

A Governaient-Industry Task Force on Electrification
recently analyzed the possibilities for electrification of
American railroad? and found 6,200 route miles where it would
be clearly profitable. That study was completed before the
Energy Crisis and the doubling of fuel costs that have hit many
railroads.

The economies of electrification are widely agreed upon.
They include locomotives with" longer useful lives, lower
maintenance and operating costs, higher reliability and greater,
overload capacity, shorter trip times and greater flexibility of
speed, and energy from coal-fired power plants.

- A technical study preriared for the Government-Industry
Task Force on Electrification translated many of these
advantages into substantial cost savings for the nation's
railroads. Based primarily on 1971 data the study found it wou Id
be economical to electrify some 6,200 miles of the 14,300 nille
heavy density system it analyzed. After allowing for a
substantial return on investment, amortization of capital, and
other expeases, the study concluded there would be a saving by
the year 2000 of $360 million (discounted to the preheat)
resulting from electrification.

Since the 6enefits of electrificatiOn are sensitive to
changes in fuel prices--which have skyrocketed since the oil
embargo--it is assumed that most of the nation's 14,300 mile
heavy density freight network would now qualify for electric
operation. The Rail Trust Fund would provide $3.2 billion over .

six years for these projects.

No Need For POrange Lines"

With passage of the Regional Rail Reorganization Act of
1973 a philoeophy of retrenchment and tinkering, of
dismantlement andierger, of cheap and simplistic solutions
becanie the national policy towards railroads. It was a
comptinnise among strong and divergent views where

Lines listed as "potentia* excess" by the U.S. Department of
Transportation under provision of the Regional Rail Reorganization
Act of 1973.
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EtECTRIFICATION HOLDS ENORMOUS POTENTIAL FOR
IMPROVING RAIL SERVICE

Why Electrification?
For some shippev, and certainly for the general public,

this is a crdtical question. Is electrification worth the several
billion dollars it will cost?

The answer is a definite yes, and here are some of the
reasons:

--Electric locomotives are less expensive to operate than
diesel because they need less maintenance, maintenance id less
expensive, and they are more reliable.

--Electric locomotives have a significant reserve potential for
use on start-ups, grades, and in changing speeds. The result is
shbliter trip times and smaller locomotive fleets:

--High speed passenger service is most effective on
electrified track. This is so because electhc engines can achieve
running speed more qiiickly. and are cleaner and more reliable
than diesels. .

--Electrification will provide a significant opportunity to use
an energy source which is not petroleum based. It will enable.a
part of the transportation system to rely on coal, nuclear and
hydro produced power instead of diesel fuel.

All of these advantages can lead to large cost savings for
railroadsand ultimately for shippers and the consumer.

competing interests were not reconciled, and as constitutional
challenges proceed through the courts there is widespread
belief that major parts of the RRR Act will be ruled
unconstitutional and sent back'to Congress.

The first official action under the RRR 'Act was
publication of "Rail Service in the Midwest and Northeast
Region" by the U.S. Secretary of Transportation, a report that
embraced the philosophy of rail dismantlement by
recommending elimination of 25percent of the region's rail
mileage. (These lines were shown on maps in oringe and thus
became the infamous "orange lines" to the shipping public.)

In one step,-the Department of Transportation made it
appear that low density branch lines are the fundamental cause
of railroad financial problems. Rail users along these lines who

31
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have reSeivee the poorest service, who have had the most
difficulty obtaining cars when they need them, and who have
been the worst victims of slow-orders and reduced frzency of
service, were cast in the role.oreconomic vampire ho rob the
system of its vitality.

Even Penn Central fnanagers, who recjuested 'ICC
permission to abandon 5.000 fnlles of track in 1973, proposed no
such drastic abandonments as a solution to that railroad's
financial problems. And Penn Central only claimed that
abandonment of these 5.000 miles of lines would result in "a net
annual benefit of 920 million", a fraction of that railroad's
annual losses.

Publication of the Secretary of Transportation's Repbrt
caused a public outcry and has created a distrust of federal
railroad planners that will take years to overcome. Few
railroaders believe that massive abandonment of branch lines
will effect important savings, while community and business
leaders know that rail abandonment can cause substantial
economic hardship.

If railroads in the northeast region had modern yards,
track and rolling stock, the apparent losses of branch lines
would all but disapp9ar. The figures presented by penn Central,
the railroad with the most ambitious abandonment program,
whith clathis such meager savings, verify the accuracy of this
assertion.

The Rail Trust Fund can return attention to the more
urgent issues facing railroads. It is intended as a solution to
both mainline and branch line needs, and it does not depend on
abandonments for its success.

Since rail users are paying for the Trust Fund (through
the surcharge) they must be protected against indiscriminate
abandonments. Trust Fund outlays will be avatlable for
clearing the maintenance deficit on branch lines, and thus costa
related to poor track conditions and the expenses Of branch line
rehabilitation should not be accepted as justification for
railroad abandonment applications. In addition, railroads
should agree to a moratorium on contested abandonments 4ntil
system-wide rehabilitation is Completed, since this may lead to
significant reductions in the railroad operating expenses both
on and off the branch.

32
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POTENTIAL RAIL TRUST FeND BENEFITS

Rail Trust Fund outlay's undoubtedly will result in
dramatic improvements in .the finances of the nation's
railroads. They will also increase.rail productivity and produce
significant cuts in railroad operating costs which can be shared
by the carriers, shippers and ultimately the consumer.

At the very least these savings will provide a cushion
against inflation-induced price rises. In eome cases they will
lead to actual cuts in the cost of providing rail service, in
shippers' inventory costs, and in the final cost of products.

Lower costa, more efficient railroad operations and
modern equipment will also lead to improved levels of rail
service, enabling carriers to attract larger shares of business
than they have at present.

Electrification Means Savings-

Electrification alone can produce gigantic savings. The
ConVEffectiveness Review of Railroad Electrification study
prepared for the FRA estimated a cumulative saving of $360,
million discounted to the Present by electrifying 6,200 miles of
track. ClearlY there arb subdtantial additional savings possitile
merely by remoying slow orders and improving equipment
utilization.

The Trust Fund also holds other promises of a s igriificant
boost to railroad revenues. For example, in the Eastern District,
modal sprits for rail shipment for specific commodities and
distances are often mitch less favorable, to rail than in other
districts. This may 130 attributed directly to the deteriorated
condition and poor service of many otthe Eastern railroads:-
most notably the bankrupt Penn Central Rehabilitation of
track, and streamlining of operations might well shift these
splits to favor rail.

The potential for growth of rail service is substantial. The
Task Force On Productivity cited data which indicated that
many large shipments moving by truck in excess of 200-250
miles might move more economically by rail. .Since the
revenues generated by these movements in 1968 were nearly $.;
billion, this represents a very large potential inis.rket for rail
service.

More Revenue, Lowet Expenses

Specific estimates of cost-savings and revenue increases
which could be produced by the Rai} Trust Fund require deta iled
studies beyond the scope of this presentation. However, some

3 i 8
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idea of the potential for such changesand their impact on the
financial condition .of the nation's rail carriers--may be gleaned
from an examination of the composite revenue and expense
accounts compiled by the ICC.

Table 1 presents some of these data for 1972. While the
adjustments to railrOad operating accounts illustrated are
purely hypothetical, they do derdonstrate that a modernization
program can result in dramatic shifts in the railroads' financial
condition.

TablS

Potential Betistits'ot Trust Fund on Eailroad Operating AceoUnte
Class I Line Raul Itailroads ,

- Millions ot Dollars -

Potential &gusted
Actual Operathig Savings Operatin( .

Factor Amounts
TranspOrtation-Rin this

Amounts, 1972

Superintendence 236
Dispatching 67
Yard Cierks'and Crews '' -1,238
Train Crews ' 1,393
Clearing Wrecki 41 ,

Damages 229
, Injuries:Transportation 128

Maintenanoe ot Equipment

Locomotive & Car Repair 1,345

Sub-Total ''' 073
. .

Total Operathig Expenses 10,530

Freight Revenues 12,187
Operating Revenues 13,178

Operating Ratio 79.9,

5% 224
5% 64
5% . 1.174
596 1.323

15% 35
15% 195
15% ,, 107

tikstri

5%) 10%
Larger* Larger*
12,798 13,406
13,765 14.396_

74.7 71.5

Exclusive of Rail TrustPund surcharge or any other rate increase,

Boum Actual data from ICC. Transport Statistiaii in the United
State*, 1979, fables 160.161; Labor items are adjusted
to include share of employe health and welfare bone.
fits.
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Actual operating accounts selected were those most
sensitive to change through the effects of increased investment.
Had the railroads been operating an efficient, modern plant
with suflicient rolling stock in 1972, it would not be at all
unreasonable to have expected five to ten percent more freight
revenues (at then-current freigfit rates) than thoie actually:
collected. Substantial savings would have been poasible in suCte.,
accounts as clearing Wrecks and damages to property and.
freight. Smaller, but signifiCant, savings Would hive been
possible in many of the other transportation'accounts.

One key indicator of the overall change possible is the
operating ratio (the ratio of operating expenses to operating
revenues). Railroad analysts generallY agree that a ratio of
about 70 would provide railroads with healthy earnings, the
ability to raise capital in private markets, and to expand'
investments in their rail Operations. Not since the end of World
War II have railroads approached this operating ratio: in the
mid-1950's it approached 75. and has since trended upward to
795 in 1072.

Table 1 indicates that relatively ,sma'll'impnArements in
revenues and small decreases in selected costs could produce
major changes in the operating ratio. These savings and five
percent more freight revenue could generate an operating ratio
of about 75. a level noi seen in almost 20 years. A ten percent
increase M freight revenues would mean a ratio of less than 72. a
better performance than' the nation's railroads have achieved
within the last 30 year's'.

Railroad Incomes
A second area of large potential savings in the future is

possible through better freight Car utilization. The AAR argues
that the nation's freight car fleet--1.7 million cars in 1973--
should be augmented by up to, 100,000 units to alleviate car
shortages. There is no doubt that more cars are needed--and the
Trust Fund would provide low-interest loans for their purchase.
But track rehabilitation, modernization of yards and
electrification should produce signifiant.increases in car
utilization, thus relieving railroads of part of the additional car

"purchases.
C'SIf. for instance, Rail Trust Fund-induced improyerifents

bring about a three percent increase in car utilization:a 100,000
car deficit would be halved to 50.000 units. This, in turn, would
obviate the need for railroads to purchase 50,000 cars. thlia
saving them $127.7 million a year in fixed charges::, (This
assumes an initial cost of $20.000 a unit financed at 9.5 percent
for 15 years.)

A
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Since the nation's railroads had fixed charges of $596
million in 1972, and income after fixed charges of only $342
Million, this potential saving would indeed have a significant
impact on the railroads' future income statements.

Such a radical turnabout in railroad finances, improved
rail service, and lower railroad costs are not tke products of a
pipe dream. They can be the products of a prudent investment
program--sponsored and guided by the public--but without any
'direct cost to government. This, then, is the Rail Trust Fund
proposal.

OPERATING THE RAIL TRUST FUND

Here is how the Rail Trust Fund would operate:
1. All railroads would collect and pay into the Fund a

five percent surcharge on freight revenues.
2. Trust Fund outlays would be funded by issuing

government-backed obligations and* would be
financed over 30 years via the surcharge.

3. All railroads would be entitled to Trust Fund grants
for rehabilitation and modernization projects in
proportion to their surcharge collections.

4. A revolving loan,fund would be available to finance
rolling stock purchases.

Over the first six years, the Trust Fund Would spend $12.9
billion for rehabilitation, electrification and modernization of
the nation's rail system. The surcharge would be sufficient to
kinance these outlays, related administrative costst and make
the Fund self-sustaining. At the end of the six-year perioel,
additional modernization projects could be scheduled.

The Revenue Surcharge

The five percent surcharge on freight revenues would be
collected and forwarded to the Fund by all railroads.

This would be sufficient to finance the multi-billion dollar
expenditures for rehabilitation and modernization of the
nation's rail network, electrification of heavy density interstate
lines, and acquisition of new 'freight cars and locomotives.

The surcharge need not be an additional burden on
shippers:Rather, half of the temporary ten percent surcharge
approved by the ICC in June 1974 could be re-directed to the
Fund. This would be consistent with the original intent of the
ICC surcharge to provide money for capital improvements and
deferred maintenance.
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Such a method of collection would have no adverse effect
on railroad balance shee ts. Un like the ICC-approvedsurcharge.
it would not be diluted by increased tax liabilities on the part of
carriers.

For shippers, on the other hand, the surcharge would be
an ordinary business expense and would be partly offset by a
reduction in income taxes.

Trust Fund Outlays
Outlays would be funded by issuing government-backed

obligations. Since they would be capitalized and financed over a
long term, outlays would not be strictly limited to Current
income of the Fund. This means that the rehabilitation-
modernization progranui so desperately needed by the
railroads could be completed in a short period of time--perhaps
six yearsv-rather than over a decade or more.

Initially, Trust Fund expenditures would be available to
meet needs in four broad areas. They might be spent as follows:

Rehabilitation of Road and Track $8.9 billion

Electrification 3.2 billion

Modernization and Expansion of
Roadway and Structures

Modernization Of Yards
TOTAL

1.9 billion
0.9 billion

$12.9 billion

This estimate results from the analysis of current needs which
were described in the previous section. It could be revised as a
resulV of further analysis once the Trust Fund is operating. It is
not meant to suggest earmarking of funds since each railroad
would determine Which types of projeots it w ished to undertake.

Each year the Trust Fund would authorize outlays in each
area to meet needs and keep pace-withe railroads' abiliti to
use _them effectively. '

In any year, most bf the 'Fund outlays (say 90 percent)
could be apportioned among the railroadsin proportion to their
contributions to the Fund the previous year. The remaining
outlayi could be allocateil among railroads regardless of
contributions. Such a procedure would maintain the balance
between the railroads' reluctance to subsidize their competitors
and the public obligation to address the greatest needs.

Every railroad would receive an annual entitlement to a
share of the 90 percent based only on that railroad's share of
surcharge collections the previous year.This money would not
be earmarked for specific categories, but could be used for any,

2 22 -*
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approved rehabilitation or Iiiodernization project. Thus a
railroad with little or no maintenance deficit would still be
entitled to funds to pay for modernization or electrification. It
would not be penalized because it had no maintenance backlog
to correct.

Railroads DeMgn Projects

Railroads themse lye's would design.projecte and apply to,
the Fund for money sutject to the annual Trust Fund
earmarking. They would thus set their own priorities for
rehabilittetion and modernlyzation projects within the broad
limits of the earmarked funds. If one railroad wished to
emphasize yard modernization it couid do so, while another
might emphasize electrification.

Financing Rolling Stock

As part of the+ Trust Fund, a Rolling Steck Revolving
Fund wouid te created to finance railroads' purchases of new,

THE RAIL TRUST FUND: A GL4NT STEP BEYOND THE ICC
TEMpORARY SURCHARGE

The Rail Trust Fund presents at least five advantagres
over the temporary surcharge recently imposed by the

1) It allows railroads to finance improvements to road.
and structures with no adveise effect on already-tightoperating
accounts. Under long-standing accounting regulations,
railroads finance many improvements as operating expenses
even though thl improvements may have a useful life of 30
years or more.

Further, under the ICC order the 10 percent surcharge is
not entirely available to the railroads since it appears on the
railroad income statement and part of it may be required to pay
additional tax obligations incurred because orthe addition to
revenue.

2) Because Trust Fund expenditurea are financed over a
long period, a modest surcharge will provide billions of dollars
for improvements Over a very short time. The ICC's 10%,
-surcha-rge will not. Based on 1973 freight rvenues a five
percent surcharge paid into the Fund could finance $8:1 billion
Cat 7.5 percent and 30 years) while the ICC's 10 percent
surcharge would yield only $1.38 billion. The massive dose of
capital 'which the railroads need will be provideti only via the
Trust Fund.
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and rebuilt freight cars and locomotives. Sour Ce of money tor
the Rolling Stock Fund would be -a special fund created by the
excess of the five percent surcharge not needed for amortization
of Trust Fund debt in the 'early-years.

'All railroads and their jointly,owned oar pooling
companies would have. a line of credit of up to $1 billionagainst
the .Rolling Stock Fund in the first -two years. This could be
Increased . in subsequent years as the special fund grows.
Railroads could borrow for rolling stock purchases, rePaying
over 15 years in the case of new equipment, and over.shorter
periods for rebuilt equipment. Leans would be secured by liens
against the equipment to be held by the Trust Fund.

.

Sinee funds would be drawn from the Trust Fund surplus,
interest charges could be scaled to match the overall yields.on
government-backed obligations of ibnilar life. As anuverage,.,
the railroads' might pay seven . percent plus administrative
costs. Each $1 billion line of credit would be enough tO finance
from 20,000 to 40,000 new cars and 750-2,000 locomotives.

.1.''''', ''.:

. .

3) Becakise of their uneveei, earnings and huge
mailitona Oct: deliiiik. oloSt railroad§ have had great difficulty
getting private capital. The Trust Fltied's Rolling Stock
Revolving I.oan Fund will provide a source of low cost capital
for rehabilitation :ind purchase of rolling stock. The ICC order

..provideseto.iiielt meichanisin. . .

4) The .Original ICC order limited spending. to deferred
:maintenance ,and (leferred ea pita! improvementS. The Rail' Trust Fend would be more flexible. allowing railroads to.spend

the funds for :my capital improvements. whether deferred or
4mt.' And railrimils evt)eld continue'to set. their own priprities-
within- to.o:ed Trust Fund guidelines. e,

. ii) The Trust Fund mechanism insnres that .given
amounts of moody are spent on rehtibilitation, and
modernizatiiin. projects , on a. continuing basis and_ it
accomplishes,this in ,:t straightforward mannef. By contrast.
.the ICC's.10 pet'eeirit rate increase is temporary. and railroads

1 receiving this boostin revenues may be under strong pressUre
to .spend .it lo ..meet rising costs not directly related to
ehabilitalion, BAB II:f!I"-i who are now paying a 10 orcent

p rirnitou tv.ith tho'nerler.Jtaiiding that this additional money
:will Pie to;ed impo,ve. their rail service duSerVe a guarantee
that their pi vhiwrit5.: ev ill he used for this purposeand the Trust
FUnd woo ht jirov :de ],arh a j;tiarantee.

39
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Railroad Obligations

Railroads would maintain full ownership of all projects
undertaken with money from the Fund. They would also be
requfred to maintain any work financed through the Fund to
minimum standards, thus insuring that once a stretch of track
is rehabilitated, the railroad carries out regular maintenance
to preVent the accumulation of another maintenance deficit.
Railroads which fail to meet this requirement would
temporarily lose eligibility for receiving Trust Fund money.
Upon returning track or structures to these minimum standards
they would regain eligibility.

The continued existence of the Trust Fund as a source of
investment capital would-thus Proyide a major incentive for
railroads to maintain track in the future.

Railroads also would be required to develop new methods
for analyzing branch line profitability. Since Trust Fund

Sources and trsectiIirundli
Moderate Cost Inflation, Mot

of
Improvements to befinanCed

Ties
Rail-
Eleetrif icatiOn..
Yards and terminals
Other road and structures

Total improvements

Sources' -of fUndsordinary operations
Proceeas of new 30-year borrowing! .
5% freight surcharge for preceding year
yreceding -year 's 74 return on Special Fund

Tote/. gash inflow
uses O.f fundsordinary operations

Unprovements as listed above
Principal and 71/2% interest on 30-year borrowings
Additions to Special Fund

Total cash outlay --
-Special Fund balances

Balance at start of year
Plus; Additions to FUnd

Balance during year

NOTES: For simplicity. all cash flows are on Januaryl. Borrowings repiyable.
In equal annual installments of principal and interest: Revenuegrows .

at 7. 7% per year:(This is &conservative figure. It is the implicit growth
factdr for Penn Cenal "full system" net revenue, 1972-1978 as

40
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Ar.

outlays will be available for clearing the maintenance defic it on
branch lines, and for reconstructing bridges and trestles where
these have forced discontinuance of tervice,the costa related to,
track rehabilitation and poor track conditions, and the expense
of branch line rehat;ilitation no longer should be aocepted as .

justification for abandonment. In addition, railroads would be
required tO agree to a moratorium on contested abandonments
until system-wide Tehabilitation is completed, since this may
lead to significant reductions in railkoad operating expensed
both on and off the brahch .linep

Financial Viability
Will the Trust Fund work?
Table 2 summaiizes the sources and uses of Funds.as

envisioned in the Trust Fund propodal. It. illustrates the
operation over the first six years and leaves no doubt that the
Trust Fund will be viable.-/

Tibbs X

Initial Projects, 5% Surcharge
borate Growth in Rail Revenues
'lament Dollars)

1975 1976 1977 1978. 1979 1980 1981

338 711 749 788 814 426
270 569 599 631 652 335

0 285 . 599 631 814 " 837
84 177 187 196 203 105
168 354 373 393 '406 210=I

'2

. 060 .20.096 2.507 2,639 .2.889 1.911 0
, 0. 800 862 928 999 1,976 10159
'0 0 51 97 137 168 '19017114-6. rig ,37r67 1 76.75 T7137 17,117

. .
.

.. I .

4
860 "2.096 2.507 2,639 2,889 10913 0

0 ',.73 250 . 463 696 931 10093
0 .727 663 562 '450 . 313 2567/10 17117 1771-6 5WWW ..-C-0115 1737 1-7175

0 0 727 10390 10952 2.402 2.715
0 727 663 562 450 313 256
0 711 1770 1 952 37131 M13 r;-9-71

projected by Tempts, Barker a Sloane. Inc.. in their May, 1979 report)
Infletion on improvements assumed to be 52596 annual average tine-
78, and 32091, 1979-00 (Boum: NPA Inflation for non-residential fixed
investment Itooneatio Proketions Swim, Report 79-N-1. Table 1x4.).

41

376

'4



s.

The five percent tevenue surchargeyill produce income
more than aufficient to,. finance Trust' Fund outlays, 'pay
administrative oosts end huild up a fund *or uSe in rolling Mock
purchases.. ,

FinancialViabilii0 was aiso:analyzedunder a wide range. ,
,of inflation'and freight revenue grolirthlt)*dasts. Truk Fygil

not dependent on particular forecasts and in fact the
Fund is viable even in the "worsicase"vtilien inflation ouistripe
revenue gravrth by a wide Margin.

Tate esseriitiala of 'the financial' viability analysis are
sumin ized helowfor a "base case" which assumes modeFate
cost inpation and mode'rete grOwth in,freight revenues. Further

/details are contained in the Technidal Atipendix. :,

Improvements tO be Financed "

The proposed spending by the Trust Fund is summItrized
in 'the first part of Table 2. Essentially this section is built up
from the previous analysis of investment needs. Each category
is expensed over the six-year period at a different rate. For

' instance, the maintenance deficit is assumedto be worked off at
a rate of 10 percent of the total the first yearend 20 percent in

.subsequent years. Electrification, which has a long lead time.
r= for design and acquisition of materials, is not actually:.

undertaken until year two, and outlays increase until 25'percent
,' of the total work is undertaken in years five arid six.

This base case analysis assnmes a moderate rate of
inflation, 525 percent annual average in 1974-7w and 3.30
percent in 1979-80. This is-the implicit price deflaOr for non-
residedial fixed investinent used fn national economic
forecasts by the National Planning Association in 1973-74 (The
U.S. Economy: 1973 to 1983). .

the current rate of inflation is much higher than 525
peMnt, this represenla,an annual average over a five year.
perli5d, Moreover, detailed analysis of an alternative " rst
case" Presented in the Technical 'Appendix indicates that he
Trust,Fund will be viable under at wide range of inflation rates.

&lies of Funds
-

o The next part of Table 2 summarizes the sources of funds
oVer a seven-year period.

The first line represents the proceedsi*" 50-year
borrowings in each of the first six years to match the projected
outlays for imProvements. It is assumed that these obligations
will be government7backed and will bear interest at-seven
percent.

42
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The next line represents the incometo the Fund from the
live percent surcharge on freight revenue. It is assumed that
Fund operations begin January 1, 1975, and thatthe surcharee
yields $800 million in the first year. This is Creditedto the ciirid
at the beginning of the next year, 1978.

A, The 'surcharge income grocys annually; teaching $1,159
million in'1981. The 7,7 percent annual growth rate in'revenues
implicit in this analysis actually is quite conservative. It is
derived from the May, 1973, forecast of Penn Central revenues
Made by their cdnsultants for the 1972-1978 period.,And since.
Penn Central has, in recent years, been One of the slower
growing of the nation's railroadsand has been bankrupt since
1970--it is probable that the rail industry as a whole willachieve
a higher growth rate. Furthermore, this growth rate doee not
take account of service improvements which 'dotibtless will
result once' rail modernization is unde W.kasi These service
improvemeate will tend to boost rail reiftuef.'

Finally:, analysis indicates that the 'trust Fufid would be
viable udder a wido range of growth rates in freight revenues. A
aetailed discussion of these points is coAtained in the Technical
Appendii.

The final line of this 4spetion tf., Table 2 shows the,
preceding year's interest on the surdespcurnulated by the

u in 1977, the tuud is cradi th'$51 million which
resents e interafitearned on the cumulative surplus of $727

million. The surp luS itrfies because in,each year the Fund cash
incontb (su aro, pins interest on previous year's surplus)
exCeeds the amortization payment on outstanding debt. This
difference L credited to the Special Fund, while the interest on
:Special balance is credited is cash inflow for ordinary
koperati

;111F
Mies o FOndo

The third section of Table 2 shows uses of funds for
ordinary operations. Line one shows the annual outlay for
improvements., (Note that the source for this outlay is the
proceeds from 30 year borrowings.)

Line two represents the amount needed to amortize the
outstanding debt over a 30 year period. This is calculated at 7.5
percent annual interest. For example, the entries for 1978 show

carrying charge of $73 niillion, reprebenting the annual
paynyrit due on borrowings of $880 million. For this analysis it
is assumed that the Fund obligations.actualli would be sold for
seven percent, with the extra half percent added on to cover the
costs of op.erations.

43
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In 1977 the Fund would pay carrying charges of $250
million ,on the cumulative borrowings in 1975-76 of $2,958
million. The amortization payments grow to $1,093 million in
1981 and subsequent years.

The final line of this section represent; the surplus oi4t,e
five percent surcharge plus interest on the Special Fund, less
annual carrying charges. This is the annual surplus and is
credited to the Special Fund.

Special Fund
The Special Fund shown J the final bection of Table 2

represents accumulated surèys and provides reserves and
outlays for the Rolling Stocivolving Fund.

Note that the Special 1Id accumulates rapidly in the
first years of Trust Fund operation; totaling $700 million at the
beginning of the second year and $1.4 billion at the beginning of
year three.

This Special Fund is the basis for the line of credit
provided to railroads through the Rolling Stock Revolving
I' Ind. This credit line,can total $1 billion by the beginning of

th ire and increase in subsequent years as the Special Fund
balanco grows. By 1981, this fund totals almost $3 billion and is
growing at,the rate of more than $250 million a year.

Thus the Rail Trust Fund will work. A moderate
surcharge on freight revenues will generate multi-billion
dollar investments terehabilitate our nation's railroads--in a
matter of years, rather than decades--and without any direct
commitment of public funds.

3 z, 9
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TECHNICAL APPENDIX

This section describes in detail the needs estimates apd
analysis of Trust Fund financ.ill viability. Investment needs
were estimated for the mainte ce de fici t, electrification, yard
and terminal modernization odernization of othersoadway
and structures, and rollin stock purchases. The financial
analysis sought to determ e whether a five percent surcharge
would be sufficient to mak the Trust Fundviable under a range
of assumptions of inflati and growth in freight revenues.'

I. INVESTMENT N

Maintenance Deficit

The mainten ce deficit refers t2 the deficiency in
railroad roadway c ated by decades of under-replacement of
ties and rail.. Sine tie and rail replacement are charged to
railroad operatin expenses, even though:once purchased they4ong live , they have been prime candidates for

--t;econornies" an "cost cutting." These items are a significant
parof ritilroad perating expenses (directexpenses for:track
maintetrance i 1972 totaled 7.5 percent of overall operating
expenses), an. because of their long life, skimping on tie or rail
replacement any one year will have Hale measurable impact
on operatio . Over the long term, however,, the impact can be
disastrous as track deteriorates and slow orders indderitilmen mount.

A detailed study of the maintenance deficit on 25 of the
nation's Class I railroads recently completed by Thomas K.
Dyer, Inc.. for the Federal Railroad Administration formed the
basis for the maintenance deficit estimatesused here (see Table
A-1 for a, list of the 25 railroads). The Dyer study compared
actual rail and tie replacemePts on each railroad over the 1933-
1972 period with estimates of rail and tie requirements. Annual
replacement requirements were calculated for each railroad by
estimating tie and rail life based on physical characteristics
(e.g. average system weight of rail) and use (average system
gross ton miles). The results varied by railroad and over time.
but overall the average tie life of 33.4 years and two position -rail
life of 54.2 yetcrs were not greatly different from the standards
suggested by the AAR in the so-called ASTRO Report (The
American Railroad Industry; A Prospectus, 1970).

Table A-2, summarizing the annualcross tie installations
and the ratio of installationslo requirements, is taken directly
from the Dyer study. Table A-3 summarizing the main line rail

Ds
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Table A-1

LIST OF RAILROADS USED IN STUDY BY THOMAS Kz
DYER,a,INC. FOR THE FEDERAL RAILROAD

ADMINISTRATION'

Present railroads and limas included Wrough acquisition Or
merger shown in italics.,l
EASTERN DISTRICT 7

Ann Arbor
Rallis/lore & Ohio
Boston & Maine
Central Rai heat of New Jersey

Central Railroad of Penn
Cheaapeake & Ohio

Pere Marquette
Detroit & Toledo Shord'Llne
Detroit Toledo & Ironton
Erie Lackawanna

Erie Railroa4
Delaware Lackawanna &

Western Railroad
Grand Trunk Western
Lehigh Valley
Maine Central
Norfolk & Western

Virginian
Wabash ,
Pittsburgh & West Virginia
New York Chicago & St. Louis
Wheeling & Lake Erie

Fenn Central
Pennsylvania ,
New York Cential

; New York, Neiv Halt
Hartford

Reading.,

WESTERN DISTRICT

Atchison Topeka & Santa Fe
Gulf Colorado & Santa Fe
Panhandle & Santa Fe
.0klahoma City-Ada-Atoka

Burlington Northern
Chioago Burlington & Qu inoy
Great Northern
Noithern Pacific
Spokane, Portland & Seattle

331

WESTERN DISTRICT (Coned.)

Chicago Milwaukee Bt. Paul
& Pacific

Chicago Rock Island dB Pacifio
Chicago Rock Island & Gulf

Missouri-Eaness-Texas
MKT al Texas

. Southern Pacific4
Texas & New Orleans
Pacific, Electric

Union Parlific
Los Angeles & Salt Lake
Oregon Short Line -.
Oregon-Washington RR &

Navigation Co.
St. Joseph & Grand INland

46

SOIT1WERN monitor

Central of Georgia
Louisville ',Nashville

Nashville Chattisuroga &
St. Louis

Monon (Chicago Indiadapolis,

Sealxiard Coast Linn;
Seaboard Air Line
Atlantic Coast Line
Atlanta BirminghaM &

Coast
Charleston & Western

Carolina
Southern

Alabama Gloat Southern
. New Orleans & Northeastern -

, Cincinnati New Orleans &
Texas Pacific

Georgia Southern & Ptorida
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installations end fiquirementh was calculated kV' *'.09411,
pinvidedie the Dyer study. ,

Actnal rail and tie repladements over the period were
"aged", by Dyer by cslcUlating life remaining, and the results
(tie yetis end rail ton Years) were Oompared withsthet required
by a nornialised maintenanoe standard. The lattei asaumes that
50,11Crefi2tef the origiaallifi Of 411 track materials intim Oaten'

, remains taw midpoint in thee:These calculations resulted in
40,01*.es Of 1002 mUln ties and 3.7 million tons of new rail

'needed for ths ingrowth incorrect the meintenanoe deficit of
the 1993-1972 "ineind; A,;r.

Thalia figuraivere eineedect td all Class I =MOO. by
Using the retie of trach miles ie the railruads studied it each
district to total track milealn1972. The allAistriet flkurell were
expiiide0 usingthe mania Method end the totals fdi each district

k wire then thread to equal thii tdtal. This yielded &deficit of 111.9
million ties and 5.3 million toes of raiL

Rent, 1974 unit ocertoef replacieg cross ties and rail Used
in the Dyer study were compared with independent estiniates
based dn AAR oast acoeuntingsnides aed recent spot materials
Prices. The Dyer ,itudy Mess /1* rsPlithement '9ost di $19.47
(including all labor and,materials) wasislightlYhigher then the
indeitudent eetimste (219.78). The Dyer study also inolndedan
adet:Ort br.replaoiug tiridge andiwitch ibis which a:4;4e 12.9

!VereMit of,the unit cost of 'dross tie replacement,,This reflected",
Ain Orisige oi sheet cos sivitch and bridge tie for Every 14, cross -
iiee iiitEthe higher iestallation cost df invitch dad bridge !lei.
Tie reililplacenient cost of $450 to $525 per ton was higher than

dependent eStimate of $430. Thus; the Dyer :sided,
.:eatinaide of 'the cosi' of erasing the maintenanoe deficit deem

'The results ef the Dyer, study for thdi25 railroads .are
sunimarized ai,follows:

Miles ot Defermd blaintenanoe
Trick

Rilliona ot Dollars

Ties Rail
11$11East 87.800 $1,000

West 111,100 1,300
Soeth 38,000: , ..

Total 238,300 $2,300

21,100 -° $2,100
SOO 1,900
100 100



If the Dyer study results are expanded to alkClass I
railroads, the-total current cost of correcting the maintenance

-deficit cOmei; ta$1,214 million for ties and $2,569 millidb for raiL
The Rail Trust Puhd proposal envisions spending this mone7
over a six par period, with 10 percent of the deficit erased in the
first year; 0 percen tin years twatifrough five, and 10 percent in .,.'s year six. In the analysis of sources and uses of funds the
maintenance deficit outlays were distributed over six years,
including an inflation factor for each year.

Table A-4

Unit (Per Mile) Costs of Electrification

1. Costs (1968-69 Dollars) Per Track Mile

A. Catenary
53,750 5B. Substations 10,000C. Electrical Distribution 1,250

D. Signalling (Standard CTC to Electric) 11,500E. Communications 6,700
giber Costs (Bridges, Tunnels, Etc.) 1,202

Cost Per Track Mile - psi 40

CipiiiMistment to 1974 Dollars x 1.215
11:Tpta1lUbsts Per Track Mile, 1974 Dollars 102.548

Note on Method: .

All cost data from Edison Electric Institute, Railroad
Electrification (N.Y.: 1968) cited in Federal Railroad.
Administration, Cost-Effectiveness Review of Railroad Bloc-
trIfication, April 1973. Cost adjustinent factor for 1969-73 from
'National Planning Association,EbonomioPrbjec tion Series 73-
N-1, Table IX4, implicit price deflator for producers durable
equipment. For 1973-74: an additional eight percent inflation isassumed.

.

Eleetrifidation
, .

The cost of elearifying the heavy density rail ruitwork
was based on data presented in the recent FRA-sponsored
study, Cot-Effectiveness Revie* of Railroad Electrification,
and idison Electrin Institute, Rai1rdad Electrification.
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Based pn these sources, a unit cost pf elecCrifying
roadway was developed. (See Table A-4). This includes all costs
of constrUcting catensry, Substations and the distribution
system, '1itodi1ying signalling and Communications for
compatibility with electric operation, -and modifying bridgefi

. and tunnels-as needed. It does not include the costs of acquiring
electric locomotives since these estimates cannot be made
without a detailed examination of Operating conditioni.

1 The unit costs represent an average of coats for the East,
htidwest, South and West, as presented in the cost-effectiveness
study. They'were increased by 21.5 percent to reflect inflation in

. the 1969-74 period. This adjustment factor represented the
actual change in the-'price, index of fixed investnient in
producers durable ,equipment, 1969173, and an estimated

- increase of eight percent in 1974: i
.

The high density network with the greatest potential for
electrification was assumed to be the .14,300 route,mile system
analyzed in the recent FRA-sponsored repo rt. That report found
benefits in electrifying some 8.200 miles of the system, but
based on present high petroleum costs and-expected growth in
rail traffic in doming years, the entire network was assumed to
haVe Boni& potential for electrification. In the first years, the
Trust Fund could lhint its outlays to those segments which are.
part of the 6,200 miles, expanding eledtrificatioh as feasibility:-
studies dictate.

Tojal mist for the electrification projects was derived
simplOyinultiplying the per mile cost ($102,548) by the route
mileage (14,300) by 1.75 (the assumed ratio of track to route
mileage in the network). The result, $2,586 million in current
dollars, wou ld be spent in ears two through six ;Will i Opercent
spent the second year, 20 p rcent in years three and four, and,25
percent in years five arid six. Because of the need Ali design
time, no outlayswduld be Made the first,tear. The expected
outlays presented in the sources and useainalysis have been
adjusted t-meflect inflation. 4

.
Modernization of Yards, Terminals, and Other Roadway. apd.
Structures

Many of the great-est inefficiencies and much of the
unnecessary cost in the railroad industry can be traced to yards
and terminals. -In many of the large metropolitan-areas, old,
scattered terininals lead tie," dIstrroi3ortionate costs . of
Originating and terminating freight. High per diem 'rental
payments. for cats and under-utilization of the nation's freigfii
car fleet can alsobe traced to yard and terminal inefficieivies.".-
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'Additions and improvements to roadway are another area
-wheitirrailrOads have underinvested. Smile routeb, often laid oqt-
a hundred years ago, corititin steep grades and curyes which .
slow the Movement Of traffic and 'often require added motive:
power (with consequent added costs). Modern construCtion ,
techniqUes can eliininate many of these botilenecks,.but this
requires capital:for investMentan item In extremely short
suppli is the rail industry of late. .

Whiltthere is general agreement within the industry that
yard and terminal modernization and ithprovement of roadway
and strueturee Are much needed, there is little hard data to
indicate the coeds of . such a program. Estimates used in the
Trust Fund proposal were based on an examination of the
relationship between capital expenditures for iutqlway and
structures and railroad outptit (theasured as giOsS ton mtles)
over the 1950-197?--péried. (

Annual groah Capital expenditures data from the AAR
were converted to 1958 dollars using the deflator series for non-
residential fixed investment developed by the U.S. Department
of -Commerce. This series was chosen in preference to more
specific deflators (e.g..those for publia utilities construction or
producers durables). because of the very -diverse nature, of
expenditures for roadway arid structures. (Sioss ton miles were
used to represent railroad output--or work done.

Table A-5 summarizes rail capital, expenditures in
roadway and struchires in the period 1950-1973. While the
outlays in current dollafs show an uneven pattern, they teem to
indicate an expansion of investments in the late 1960's and early
1970's. .

Howeyer, the constant dollar eqitivalents show a very
...different picture. Expenditures in the '1960-73 period averaged
$284 million annually, compared with $437 million in' the 1.951:1
.54 perioda-decrease of one-third.

In the absence of detailed eoststudies, the Rail Triist Mind
Proposal assurned that railroad expenditures for roadway and
struclures improvements in constant dollars should be the
same per unit of output as they weraln the more prosperous .

1950-54 period. It- should bh. noted that . this was a period
characterized by a higk revel 6! rail and tie replacenients and
lower operating ratios than .in recent Years.

The actual calculation was made by multiplying the 1950-
54 average expenditure per billion gross ton miles ($0.t832)bY
the 1973 gross ton' miles (2,054 billion) ancA multiplying by,the
deflator (1.449). This yields a figure bf $845 million whih was
assumed to represent?the aVerage level of new investment .
needed in roadway and structurc,. Since railroads &chiefly

340.
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a. Table A-5

Gross Capital Expenditures for Roadway and Struotures
--1Class I Line Raul Railroads

\ - Millions of DoUart

CMODS 1.11Int CM-MU I .:Dat1stor 13_222t_s_sttl
-q.l.V.,-

. .

' 1950 06 0 J 74.4 344 15241951 343 40.4 --..."".....t; 1618 .2781952 404
1575 .3124 .,1953

. 14.0 478 1558 ,,,1954 322 84.8 1429 7 .1455i .1955 341 84.7 392 1578 .241492.4 439 1611 .27221957 387 P7.1 395 1555 .21401958 754 100.0 258 1412 .11471959 s 250 , 104.7 239 1467 .16211940 , 284 '102.9 278 1460 .1904'1565 219 10104 212 1431 .14811962 240 104.1 230 .1481 .1547
,

239 104.5 248 153$ .16161144 277
321

105.7 262
\It:: .16341145 107.5 294

1966 399 110.1 362
1141 3/4 113.1 .

R.:
196
1169
1970
41/1
1972
1971 7444

111
358
314

, .

. .

117.5
123.0 0342
130.2 2/5
114.3 A 230
131.6, 344
144.4. . 309

1958 Dollars

'Source: turrent dollar exPenaitiires and groin' tannin*.from Association
of American Railroads, Economics and Finance Department,
Washington,' D.C.: deflator for non-residential fixed. invest-

. menthe:0:01.S. Department of Common*.

-
tinvested $449 million from their own sources in' 973, the.,
difference, or $394 million, represents the amount tl so Trust
Fund should provide. II this is expanded to oover six y ars, the .total (in 1974 dollars) ifi $2,364 million.

.

Sinoe capital expenditures often change quite bit fromyear to 'year, a similar calculation was made for the 1971-73
period, and it yielded -a six-year total of $2,430"millIon which
was quite close to the first. For the s4e. ofsimplicity, this was
rounded to $2.400 fnillion (in constant dollars) over the six'-year
Period-

In the sources and uses of funds analysis, one-third of thisis assumed to go for yards and terminals,and the rest for other
roarkway and structures. '

1754
, 1,726

1783
1827
1842
-1805
1233
2054

.2044 %

.1755

..1872
.1493

' .1274
.1366
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As with other classed of expenditures. mOdernization
fundd"*Ould be spent over a six-year ,period. The financial
analysis assumes that 10 percent would be spent in year one; 20
percent in years two through five, and 10 percent in year six.
with adjustments made for the. effects of inflation.

ft should be noted that outlays in these two areas will
'supplement basic outlays fqr rehabilitation of Crack in existing
yards and terminals and for electrification of heavy density

,routes. Thus, in many cases, inYbstments in yards and main
lines woul4 quality for funding from mdre than one Trust Fund
category.

.

It should be noted that the results of this analysiswere not':
very different from those in jlie.; :fiSTRO Reriort whick!.
recommended a doubling of current Capital expenditure .9;pr.:

, roadway and structures over the 1970-1980 period. /
. , .

Rolling Stook PurOkasea

In 1973, more than 59,000 new and rebuilt ireight oars
almost 1.400 locomotives were installed .by the
railroads. 'Continued acquisition at or atiOe this leyel
expected in the future. although a number of factOs mak;

1accurate forecasts of needs difficult.
The difficulty of forecasting cdt and locomotive needs is

illnsttated by comparing present fleas with the neede.forec4t
in the- ASTRO Report published by the AAR in 1970. The
nation's freight'ear' fleet, which (otaled 1.7 million units at the
end: of 1,973, falls tietween 'the 19717. anti. 1978 ASTRO needs
i3silimatel while the locomotive inventory of nearly 27,500 .

matches the ASTRO forecast for 1975-76. Yet'shippers today
are complaining vigorously about the severe shortage of
rolling stock. and the AAR receritly estimated 100,000 units
were needed.

Growth in 'business, more efficient car and engine
utilization due to track and operating improvements, and
'changes in the nature of businessallot which may he induced
by the Trust Fundinfluence the need for increased rolling
stock.

Tables A-6 and A-7 summarize data on the car shortage as
reported by the AAR and ICC. Thdaverage daily shortage in the
12 months ending Aptil 1. 1974, tlaas almost 35,000 cars. At
current car prices each $1 billion in Rolling Stock Revolving

' Fund credit would finance 20-40,000 cars (and 750-2,000
locomotilres). While thfs is in the same range as the reported car
shortage, it is substantially less than the annual retirement of,
80.000 units assumed in the ASTRO Report.
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Tibia A4
THE TREND IN FRITORT CARSHORTAGNS

TSAR

1063
MANNER OF CARS*

-1964
1.480

1986 910
1986 4.566
1967 1.8601988

1.6641969 3,110iTo
7.966

1971 9.2921972 430
1073 90276
1974 28.994

Average daily fro ortsge for the first ,oluplete
week of January of each ye r.

fiouroe: InterState C0j31wM45 Commission an,' (moo s
Railroads. ,

-

Table A7

SEASONAL FREIGHT CAR SHORTAGES

BY MONTH
AND YEAR 1972

Total Number of Cars'

1973

°

1974
JANUARY 430 20.276 28.994FEBRUARY 2.132 34.855 41.616MARCH 2,419 42.534 42.251APRJL 2,750 37.543 32,079MAY 2,7'74 33.280 21.675JUNE 1.580 38.188 14.858JULY 2,301 29.825 10.584AUGUST 2.780 32,096 13,167SEPTEMBER 5.980 35.232

OCTOBER 7.168 33.930
NOVEMBER 11,282 38,883
DECEMBER 10.999 33,401

*, Average daily freight car shortages for the first week of each mon&
Source: Interstate Commerce Commission and Association of Ameri-can Railroads,
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Xn a word, then. a $1-to $2-billion line of credit will make a
significant--but only a partialcontribution to car shortages.
Improved utilization and continued financing through
conventional sources will be required tp eliminatethe chronic
problem.

U. TRUST FUND INCOME AND FINANCIAL vuourty
This section describes Lae financial viability analysis of

the Trust Fund proposal. First a ba§e case wa defined with
*Moderate inflation and modertite growth in freight revernA,es.
Next. a "worne case" was analyzed. This case assumed high
inf,lation and low gpowtfi in-reNienuana combination which, in
the extrethe, could deny the se lf7liqu idating feature of the Trust
Fund.

ThefalIowing assumPtions underlie both cases:( 1) initial
estimateof Trust NO outlayS of $10.740 millionan 1974 dollars;
(2) annual surcharge of five petcent of gr'vs freight reven4s;*.
(3) sinual carrying charge of 7.5, percent (7 percent * year
obligation srand 1/2 percent to ewer administrative costs: and (4)
surplus and special fund earn interest of* percent.

In addition, the base case assumed the followinj..?`
1) Moderate cost inflaVion at percent annual average

in the 1974.78 period and ili30; percent in .1979-80.
-corresponds to the -*implicit deflator for non-
residential fixed investment in the 'National Planning 1, 4
Association's Economic Projections for 1973-74
(Report 73-N-1 Table IX-1).*i a

cat2) Growth in freight revenues averaging 71 percent
annually ovqr the joriod. Freight revenue projections
were made using a'rather simple method and have no
claim to high accuracy; they are, however, consistent
withpther freight revenue projections for the period.

The worst case assumed:
1) A cost inflation rate 50 percent above that in th'e base

cas7. or 7.88 'percent annual average in the 1974-78
period and 4.95 percent in 1979-80,

2) A freight revenue' growth factor 50 peraent lower than
that used in the base case. averaging 3.85 percent after
1975.

44,Taken together. the:worst case assumptions mean that the
inflation rate is about 80 percent higher than the growth in
revenues--an extreme but highly unlikely situation which
would occur only if there were a high rate of inflation and an

5;
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almost complete inability of railroads to make up in revenue forany increased cost.
Table A-8 presents the results of the worst case aralysis.The high inflation assumption means that the coat ofMeeting railroad needs in future years grows Considerablycompared with the 'base case. Thus, total outlays of the TrustFund in the first six years would be $13,788 million compared to$f2,904 million in the base vase.
Low revenue growth means that the Trust Fund incomefrom the surcharge comes to only $991.4 millionIn year sevencompared with $1.275.4 million in the base case.
Even under these circumstances, however, the Trust Fundis self-liquidating. Although the amortization on borrowingsexceed the surcharge yield plus interest from the Special Fundin 1981 and 1882 by $44 and $9 million respectively, theseamounts can be drawn from the Special Fund to meet payments.By 1983 the Trust Fund's ordinary income would again besufficient to meet payments and leave a surplus of $29 million tobe added to the Special Fund.
In sum, even in the unlikely case that inflation far exceedsgrowth in rail f reightrevenues, the Trust Fund remains sotVer.

Inflation Rates

Trust Fund calculations used the price deflator for non-residential fixed iiirmiltment. The historical series was thatdeveloped by 01-02 tlapartment of Commerce, Bureau ofEconomie AnaVil ,(BEA'Series 8.1 as revised). Deflators forthe 1974-80 period, -*ire those used in National PlanningAssociation's forecasts of the U.S. economy in the 1973-83period (Report 73-N-1, February 1974).
As noted earlier, the deflator for non-residential fixedinvestment was selected as being most reflective of pricech anges in a highly diverse mix of labor. capital and materialswhich, the Trust Fund would finance.

Freight Revenue Projections
The Trust Fund base case assumes an annual averagegrowth in freight revenues of 7.7 percent in the 1974-81 period.This is a conservative estimate that does not attribute anyrevenue growth to service improvements-which undoubtedlywill result from the Trust Fund investments.
Freight revenue growth factors imply assumptions about,a great many variables including tonnages by commodity.length of haul, interline revenue divisions, and rate revisions,to reflect inflation, intermodal competition and other factors.

The 7.7-percent rate seema to be conservative both with regard

60
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to other recognized traffic growth projections for the period and '
assumptions about other revenue and rate factors.

The 7.7-percent growth rate was taken from the May 1973
report of Temple, Barker & Sloane, Inc., consultants to the Penn
Cential railroad. It represents the implicit fadtor in their
projectipns of Penh Central net revenue for the 1972-1978 period,
assuming a"fullsyiltem" (i.e. the present Penn Central system).
A more recent report by this same firm, completed in March
1974, forecasts a growth in freight revenues for the full system
of 9.2 percent a year in the 1974-1978 period. (See Affidavit of
Carl S. Sloane before the Penn Central Reorganizatidn Court,
Debtor No. 70-347, March 25. 1974 hearing). Given the fact that
Penn Central is currently bankrupt and also serves the slower:
growing Eastern District markets, the Trust Fund revenue
forecast is modest.

The Trust Fund projections were compared with those
contained in the 1972 National Transportation Report of the U.S.
Department of Transportation which foreCast 1980 freight
revenues of $14,510 million 1969 dollars (see pp. TO9-11). If the
annual growth factor of 2.8 percent implied in this forecast is
applied to actual 19773 revenues, the result is a forecastiof $16.822
milhon by 1980 (in 1973 dollars). This must, be adjusted for..
expected price rises beforeitcan be compared to the Trust Fund
revenue growth factor. One'factor to use in such an adjustment
is, the implicit deflator for gross national 'prod,uct. Latest
projections by the National Planning Association (Report 73-N-1

1. Table IX-1) contain an implicit GNP deflator which grows at
about 4.25 percent in the 1973-83 period. Apo', :lig this to, the
above forecast yields an eipected freight ievenue of $22.511'
million in 1980, slightly higher than_ the $21,520 million
assumed in the Trnst Fund analysis.

The Trust Fund projections were also compared to those
in the ASTRO Report of the AA R. That report assumed a growth
in revehue ton mileg averaging 3.5 pel-cent in the 1970-80 period.
Applying this.growth rate to actual .1973 freight revenues yields
an estimate of 1980 revenues of $17.550 million (in 1973 dollars).
Inflating' this-by the same 4.25-percent GNP deflator yields an
estimate of $23.485 million for 1980 in current dollars. This is
'significantly higher than the estimate assumed in the Rail
Trust Fund.for that year.

The revenue growth in the "worst case" is of course
considerably lower, and implies little or no growth in ton miles
and/or little ability of railroads to capture price increases in the
form of rate revisions. Clearly, this is an unlikely set of factors
for the railroads under all but the worst economic conditions.
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Mr. DArrims.. You made reference in- the 'course ,of your testi-
mony about the studies you have made..Do you have them with you'
also ? .

Governor SIIAPP. In my testimony. I made reference to the re-
financed education so as to eliminate property tax burden. for eduCa-

., tion. I have a plan here on settino up a national education trust
fund thaf would take over the locar share of taxes and eliminate the
need entirely for local taxes.

My feeling is, until we find it way to get away from property
taxes our cities are going to continue to decline and we will have a
lot of economic problems:

Mr. DANIELS. I will ask unanimous consent that the plan per-
taining to education [LIS() be made a part of the record. Is there
any, objection to. filing those two plans for the record?

tThe. document referred to follows :]

(
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The National
Education
Trust Fund
A Practical Plan to Cut the Student Share of
College Tuition in Half and tO Finance an Ekpanded
Public School System Without the Need for
Property Taxes!

1+0 .

J

11111111.11°11..
.47%1

-11111111"--
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By Milton J..Spapp
Governor of Pennsylvama,.
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The National
Edu9atiOn Tiust Fund

NETF is a practical plan to finance,, ex-
pand and make education and training pro-

44
grams available to .re people. :.

This.pamphjet oill rh es a.practical system
for financing sdhooling from kindergarten
through college, and .gradyate school. But
the concept can be applied .to 'day care,
vocational training schools, special schools
for the retardea and handicapped, for work:

,.ing.adults, ahd. even for serliorcitizens,

Think of school
9
libraries full of books, and

an expansion 'of' drama, music and art
ycourses. .

Let, your imagination run loose 'and think
of all the 'advantages NETF can bring to
Americans of all ages, and all backgrounds
under a funding system that is self-
liquidating.

NETF opens up a new future for Amer-
:...icans of all ages and backgibtAnds.

V
V

NETF can revolutionize the future of our
great nation and make it possible for all our
people to enjoy richer, fuller lives. . .

Milhin J. Shapp
Governor of Pennsylvania

February, 1976
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FOREWORD
My wife Muriel was raised and educated in .Brooklyn.
I was raised and.educated in Cleveland.
Now we live and Pay taxes in Pennsylvania. Neither New York

, City,'or state; nor Cleveland or Ohlo, get any 'refum 'on the long,term
lnyestment these governments made to educate-us.

No business can atford to make substantial long-term invest-
ments without asiurances of future yield, Yetthat isexactly what is,
happening in the United States. Many cities and state's bear the long- .

. ter% cost of educating young people, btit too often do not enjoy the
financial return.

..

This is a major reason Why i public education is .so seriously
under-funded today in many-citie and states, and why some of our
major cities are in such serious financial shape.

The establishment of 'a National Education Trust Fund (NETF)
° can open a new era in America. It will permit cotwunities and states

to expand all types of education 'and trairiiiig facilities', without finin- .

cial risk. NETF will plso create many additional jobs in the' educa-
tional syatem ilsell.

NETF will make it possible for all our young peopleregardless
otracel sex, creed, ethnic origin or family wealth-to'obtain the best
possible education 'and training -so that they will becorhe better pre-
pared to participate.fully in tomorrow's economy'.

And most impoitantly, NEW will provide all of these-benefits,
eliminate the need, for local preperty taxes to finance public
education, and:yet; maintain the present system of local .control

,of edupationer Policymaking.
.

NETF is not a fanciful vision. It offerS. a practical, businesslike .

waylpsiinance an expanded, improved educatidn system in America. '
The adoption of NETF can spark greater growth and enrich 0

inord live% during America's third century ,than any other single
program.

.

.,NETF is solidly 'based upon established principles of invest- ,

ment. Just read this booklet and judge for yourself. Then sit back
and think of all the 'things that can be accomplished in your neigh-
borhood, your city, your state arid in 'the nation by the establishment
of a National Education Trust Fund.

tr.
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NETF::

..,A.eractiqt Way. to. Finat,nce
An EXparlded EdUcational System.,
In the.. United. States

In previous decades it was not necessary Or a person to be
.fortnally edudated to bolci.a job. A male could be productive tn a
mill,..on'a'farm, or irf a mine for his entire lifetime without ever team-
ing how to read,:write or do Simple atithmetic.

. Women sOeitt.much of their time doing household Or farm
choreS, or wOrking in shops where hand.skilli were. more important ,
thah book knoWled§e. ;

Life .wat simpler anq so were the skilf and knowledge require-
ments for,warge earners..':

All- this heti changed.°Very few jobs are available in tociay'S
.stores,'Offices,, laboratories, 'factories or mills for the .uneducated or
'unskilled. Even' where a specific job calls for but little book knowl-
edge, employers who have a choice will hire a person with greater
knowledge-because Such a worker 'can .be trained more readily to
become a more versatile employee. .

Thus, more and more, the doors of opportunity-are being
slammed in the faces of underedudated, unskilled people, who then
become a drdg on the economy.

.. A study made :Ifr Pennsylvania séVeralyears ago revealed that
79 percent of the heads of welfare families had failed to go beyond.
the eighth grade in school and only 3 percent had any kind of post
high 'school training. .

The lesson is, obvious. Either we provide the opportunity for all
.our people to receive better education and training so they can be-
come wage earners, or 'we are going to continue to pay, out huge
sums for many years to sustain. them.

This waste is not only costlVit is needless as well. By educat-.
Ing all of our peOpie and helping them obtain the knowledge and
skills they need to he productive, we can give, them the ability to
join the mainefream of American life ahd become taxpayers instead
of-wards of the state. :

'Education is the key to bette} jobs and higher income for indi-
iduals, greater output for the nation's- economy, and increased
future taxYields for all levels of govemment.

Education is The higtimit yield investment this nation can
`make. Every dollar spent to deve4p our human resources will be
rstuMed many times over during a person's working lifetime. Not
only do educated people have greater thances of obtainingjobir
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-Mid staying oil welfare, but Zo they are less likely to resort to
ibiat cdme hi subsist. Thus, education leads to a more satisfy-,
Eng life and a richer, safer society.

-

Yes, :an investment in edUcation will :more than pay' for itself.
44pwever, because of tha way .we finance ptiblic elLication in the
United Slates today, millions of young:people are denied an oppor-
tunity to participate fully in our society. 4

TheProperty Tax Problem
tviuch of otir problem is that we rely heavily on lodal Property

taxeS to INiy for a large share . of the cost of public schools. -

But, property taxes represent 'the Worst possible source fox
financhtig edUcalion, sinde they are inelakfic afd regrdssive. . '

The first characteristic means that tax yields grow more .slowly
than overall increases ifi economic activity. For every 1 percent in-
crease in income, property tax revenue grows less than. 08.15ercent.
Thus, property lafi,etes mustibe raised constantbi just to keep pace
with rising prices as Well as to Meet increasing dgmlinds for educia-
tion:.Home, factory and store owners kngw thisAttbd wall.

Second, property taxes are regreSsive,, pleCinglit greater burden
on families with, lower incomeprecisely the people least able to
afford taxes. (Chart I shows this clearly.) AS family income declines,
the effective property tax rate increases. :

b

,
Property Taxes as. a Percentage, of Family Ineorne for Owner,

Occupied Single Family Homes Decrease as
Family income increases

PROPERTY 'TAXES
AS % INCOME '

20

16.6'

15-

10- 9.7

FAMILY INCOME :GROUPS

7
6.4--' 5.5

------ 4 2-.73

HR
Mean
4.9%

LESS' THAN. 2. 2-3 3-4 4-5 . 5-6 6-7 710 10.15 15.25 25 .

INCOME (THOUSANDS OF 'DOLLARS IN.1970)
., ..

.

Source: Athisory,.Comrnission on 1,ntergovernmental Relations, Financing Schoolsand Progerty T ReliefA State Responsibility. 1973.
,
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'Moreover, there is absolutely no relationship between the arti-
ficially assessed value of a home, factory, stOre or office building
and the value of an eduCation. It is this taxation withoUt relationship
(in addition to the high rates) whiCh has contributed to the growing
angeeamong taxpayerspartidularly among senior citizens,.who are
having stich adifficult time subsisting on their meager pensions and
Social Security.

. .

Property taxes also create serioud economic and sodal conse-
quences in a community by encouragifig the abandonment of homes
and the .flight of businesses from many Ot our older,: established
areas..The loss Of hundreds of tnousands of iNevy Yor'k, Phil-
glelphia, Baltimore, Newark, Detroit and a score of other cities, and
the decay, and deterioration of entire neighborhoods, are- directly ,

Telated to property.. ta)t inequities:
Yet, under existing financial arrangements,local_schoOl districts'

in the nation must raige over half of 4e reVenue needed to fund
primary-secondary education, and nearly 90 perceht of thiS local
revenue comes fro`in the property tax. (See Chart II.) .

In recent years, this source has been stretched to its limit, and
states, with their broader tax bases; have had to increase their share
of the Ir.>ad. (See Chart III.)

CHART .11

Loci! School Districts Depend Very Ueavily
on Property Taxes to Finance Education
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Property taxes cannot be reduced or eliminated as a sourqe of
funds for education- without fundamental reform of the entire-method
of finatking education. Further attempts to shore-up the present
financing system simply are not feasible. For example, the Advisory
tommissionPon Intergovernmental Relations analyzed the possibility
of substituting.state ftindirig entirely for local property taxes, but con-
cluded that in 1979 it would have cost 'the states:an additional $25
baba to do tpis. This-was'equal to about 20 percent of total general
fund-expenditures by the states that year. .

- It would necessitate such staggering increases in state taxes
that this method is not, practical.

I
. Financing:Higher Education

The present financing structure for higher trducatiorps some-
what djfferentbut no more equitable or efficient. The states provide
the largest single source of funds for higher education, more*han
one-third in recent years. (See Chart IV.) But close behind are stu-
dent tuition and fees which account for more than one-quarter office
higher education revenue.

As the Oosts of edrication have skyrocketed, many peivale
schools, colleges and uniiersities have had to increase tuition regu-
larly in order to balance their budgets. In fact, average 'tuition at
institutions of higher education has doubled in'the last 10 years and
by 1980 it is expected to 'tote! $4,000 a year at many private institu-
tions. At the same time, sthools and colleges have been cutting ,back
programs and firing faculty to alleviate the cash squeeze.

Reliance on tuition and student fees for a large share of private
school budgetS excludes law segments of our society from the
benefils of post high school education. Unless something is done to
change this situation, the road to economic and social progress will
be narrowed or closed to millions of young people whose parents
cannot afford to pay tuition. ts.

Need tor Relorm
Thus, it is becoming ever more obvious that our system of

financing must be- reformed. States,.local governments and private
schools, colleges and universities by themselves cannot continue to
supply the money needed .to support the growing needs for educa-
tion in America. Nor can the student;

The Federal government must play a major new role in financing
education, because ,neither the benefits of schooling on the one
hand nor the problems of welfare .and crime on the other are re-

, stricted by city and state boundaries.
But increased Federal funding must not upset trig basic respon-

sibility which the states and local governments:have for education
under our system-of government. .

4t
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It must not change the nature of total control of our schools.
'And it must not compromise the independence Of CALif private

colleges and universitiesan independence Which has fostered cre-
ativity and academic excellence.

CHART 'IV
Educational Expenditures by Educational Level

and Source of Funds
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Source: National Center for Education Statistics, Digest of Educational Statistics,1974 and unpublished data.
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The Role of NETF
Against this background, examine the straightforward and prdc-

tical way to finagce education through a National Education TrustFund.
The Federal 'government would establish the NETF and invest

the "seed money" to get the program started.
Once established, NETF could supply funds to all public school

systems to replace revenue now raised by local property taxes. Thisprogram could be phased-in over a period of several years.
NETF could also supply funds to students attending private

schools, colleges and universities, and vocational schools, largely
replacing present tuition payments.

Day care costs 4buld also be financed through the NETF.
In eacrr of these areas, the Trust Fund cguld allocate ar, annual

payment for each student, based on his or her course of stu0 and
particular needs. Schools wolltd receive a basic 'entitlement for eachstudent. A higher amount would be granted if that student were
handicapped, or from a disadvantaged family. Similarly, colleges and
graduate schools could receive an annual entitWment wffich reflected
both the cost of their programs and the value of the programs in
meeting national needs. For instance, students enrolle'd in healthprograms might receive a larger-than-average entitlement in orderto stimulate an increase in trained health personn'el.

Whenin full operation, NETF could finance half of the cost ofeducation. at all levels. Table 1 shows how the' TruSt Fund couldaffect preent educational finances. Had it been fully operable in1974, it could have contributed $28.9 billion in place of local, prop-I
erty taxes and $14.2 billion in place of private tuition and teed Thus,local expenditures could hav&been reduced from $33.6 billion to $4.7billion, and tuition, fees and other funds, from $27.8 billion to $13.6billion.

How NETF Could Affect Educational Financing
(Billions ot Dollars)

Actual 1974.Source ExpendituresFederal $ 12.1
State 36.9

NContrEibTuFtion

$12.1

Other
Contributions

With NETF

$36.9Local 33.6 28.9 4.7.Private Tuition and Other. 27,8 14.2 13.6
TOTALS $110.4 $55.2 $55.2Note: Present Federal contributions are channeled through NETF.

Local property taxes eliminated completely in this example.
Source: Actual 1974- expenditures. from National Center for Educa-

tion Statistics Projections of Educational Statistics to 1983-
1984.

- - I
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Repayment to NETF
Once established, the NETF would be self-sustaining, with no

additional commitments needed from general Federal revenues.
Repayment for the NETF advance would begin when a_student

decides to leave the educational systereafter high school, trade
Oschool or collegeand obtains employment: At that time a small

. surcharge would be added to his or her Federal income tax each
year to repay NETF for*funds previously invested in that person's
education.

The surcharge would vary, depending on the number of years a
student spent in school, the type of educatioh received, and, of
course, upon the level of his or her income. One analysis of repay-
ment suggests that for typical family, a rate of less than one-quarter
of one percent (0.25%) of income for each year of education, pay-
able from age 25 through 64, would be sufficient to reimburse the
NETF investment (A more detailed discussion of this analysis is
contained in Part II.)

This surcharge would eliminate entkely the need for local
property taxes to finance primary and secondary education, and
largely reduce 'the level of tuition payments for private schools,
and higher education institutions.

The advantages of replacing the property tax-based system with.
the NETF should be obvious.

First, NETF would fund education based on an elastic tax, the
income tax, with yield increasing faster than the growth in the na-
tional economy. Thus there would be no need for constant rate
increases, as there is with the property levy.

Second, the NETF surcharge would be a progressive tax. Those
people ifith higher incomes would reimburse the NETF at a higher.
rate than those with lower incomes. Moreover, the NETF surcharge
would be collected only from people actually employed, and only
up to age 64. Thus, older Americansmany of whom are on fixed
incomesand who are among the most burdened by property tax
inequitieswould receive substantial, immediate relief by eliminating
local property levies, and would not have to pay any surcharge for
education upon reaching age 65.

Senior citizens who rent homes now would also benefit because
the elimination of real estate taxes should 'be reflected in the form
of reduced rents.

Third, by collecting the surcharge along with, the Federal in-
come tax, the cost and administrative burdens of collection for NETF
would be minimized.

Fourth, through NETF, taxation without relationship would end.
The task of paying for education would be shifted from the backs of
property owners to the actual beneficiaries of that education
namely the educated people.

13
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Adults and the elderly, who receive few of the benefits of the
schooling of today's children, would be relieved of much of the task
of °financing this education. Instead, once the NETF is in full opera-
tion, beneficiaries would be required only to pay back to NETF
based on the costs of their own education.

NETF: An Investment in the Future
The NETF plan is that simple and tstraightforward.
It could operate much as the present Federal Highway Trust

fund does, on a revolving, self-liquidating basis. Construction costsi-Pf the U. S. Interstate Highway System were paid by the Federal
Highway Trust Fund. Repayment has been achieved by collecting a40 per gallon gas tax, and excise taxes on the sale of tires -andaccessories.

Through the end of 1973', the Highway Trust Fund paid out $56.5
billion for construction of the Interstate Highway System and had
already collected $59.5 billion from the special user taxes on gas-oline, tires and accessories.

In addition, the Federal government has received many billionsof dollars in income taxes from millions of new jobholders in fac-
tories, werehouses, office buildings, truck stops, gas stations, hotels
and restaurants that have located along these neW highways. The
investment made by the Federal government in constructing the
interstate highways has been repaid many fold already, yet there are
still many years of useful life in the system,

When NETF is in full operation, its return on inves,tment wouldbe enormous (much greater than that of the Highway Trust Fund)since annual earning increases of the ex-students making repay-ments would greatly exceed the rate of cost increases for educatingthe students then in the education system.
From'thestandpoint of earnings, investing in people produces ahigher yield than investing in new factories or transportation systems.Of course it is obvious that both types of investments are needed,but without a trained work force to run the new factories and designthe transportation systems, neither the economy nor our society willprogress.
It is clear that real reform of our system for financing educationmust be based on the' sound principle of pusiness investment.
Funds used for ,improving educational quality and expanding

the output of the education system must be considered as a long-.
term investment to develop the full talents of.our people. These fundsshould not be considered any longer as an operating cost of gov-ernment.

Investing sufficient dollars in educatron today will pay hug@dividends for years to come in the form of higher incomes for Putcitizens and reduced costs of welfare, unemployment and _crime
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prevention. This will also help movikof our peoble escape the frustra-
tions of poverty and ignorance and f5ecome useful, taxpaying citizens.

For further evidence of the fiscal soundness of NETF we need
look only as far as the nation's experience with the G.I. Bill of Rights
'after World War II. h

A' A recent study by the Pennsylvania.Office of $tate Planning and
Development reveals that the outlays for education un,der the G.I.
Bill, over the years since its implementation in 1945, .have totaled
$35.3 billion.

However, it is estimated that veterans educated under the pro-
dram will benefit by $1,770 billion in additional income over their
lifetimes, and additional revenues collected by the United States
Treasbry,on the increased earnings, of these/ trained ex-G.I.'s will
total $595 billion. This, represents a tremendous yield on a $35.3
billion investment.

The government's in./estment in the posf-World War II al. edu-
cation proOram will pay for itself 16 times over in terms of additional
taX revenues to thefederal government. These 'figures do not include
increased.local and .state tax revenues 'from these ex-G.I.'s, nor do
they include the stimulation glven to .the private economy as the

. eX-G.I.'s spend this, added income forears, homes, food and cloth-
'ing and Other coniumer items, 'dr:eating many-t.iundreds.of thousands
of new jobs im the process,

The.return on inVestment in:.education is ao enormous kiat this.4 nation should not hOld back for one moment ir adopting the NETF
princiPie and making th,e major investments needed to maximize the
education and training of every person who desires to participate.

5iAchieving Equal Educational Opportunity,
,.' Millions of Americans are denied access to quality education

solely because .of the poverty of their parents and neighbors or the
absence of prosperous InciUsities .their communities. This isarue

finance4 Orpseni1y-With fiait\iy, eliance ort3ocal pro-P'erW taxea';and-A-:

largely because of ,thel'ilikbli Wry wa9 lar..,whick Oucdtisp is

studentluition and, tees, .-,. i.r. '.A;.-

gChool districts comprising largeiOnei City arose4"-and"PoOr riiral. .

towns must .leyy..tai<e'S at two or ihree tiro the rates levied in wealthy
4i.rnmunities and suburban 'areas just to finance atiare-bones school
,bud9et.. Evert ttien,- it is °Heti impossibleld pay for 'ttap number and-; . , .%-qualitY ,0 lt:1eahers the bui}dings arid PA inStruotiO9a1 materials
neede'd,WprOvidp a goat arkicatiw , . . ' ' ';.e , _UndoubtecItY,'this isaue lietti.ehind.the iistructive cbnflict over,
.forced school buting, wfrrIch ls,shatterir4 commqqty ,tife in' citieS like
BoSton and Louisville.:'

'
.

. The fact is that to:da ci. we are notadequately fin'ancing eication,
.to meet the needs of -all Amen ns.a Eila a ,4rid whitet are p6htirtONc )(.
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to gainor hold on toa piece of the pie which is too small to begin
with. They are doing so because the communities in which they live
are unable to provide a qt.iality education for all.

With NETF much of this could be dhanged. The education in-
vestments made through the Trust Fund would stimulate an expan-
sion of the qua'ritity and an increase in the qulity ol education. There
is,ain fact, no way to increase integration and to improve the quality
of education in our major cities without solving the underlying prob-
lem of adequately financing a better system of edutation.

NETF could provide adequate financing for magnet schools.
Thrbugh NETF, existing school buildings could be equipped andstaffed to provide special courses that would attract both white and
black students. New magnet schools could .be built to satisfy
future needs,

Today, the differences in funds available for financing education
in different cities and in different parts of the country are striking.
This is illustrated by Table 2.

a

TABLE 2'
Per Capita Expenditures by States for Public School Education,

1974
State
Alaska
Delaware
New York
California
Maryland

Michigan
Arizona
Minnesota
District'of Cloumbia
Nevada

Wyoming
New Mexico
Hawaii
Vermont
New Jersey .

Pennsylvania
Colorado
Montana .

Connecticut
Illinois . .

Oregon
U. S. Average

.

Iowa
Washington
Massachusetts .

. Dollars
$515

...
375
359
326

L'36

326
. 34

3q1
. 3 11,i
. 296

. 295

. 292
.285
285
284

282
281
279::,
276
271

270
... 268

263
261
AO

State
Utah .

Wisconsin
Rhode Island
Virginia .
Indiana .

; 4

Maine .

Nebraska
Rorida
North Dakota
Ohid .

Louisiana
South Dakota
North Carolina
Idaho ..

Texas

Kansas
MissSouri
South Carolina
New Hampshire
Georgia . .

West Virginia
Mississigpi .

lahonyt
rkansn ..,

Tennessee .

Alabama
Kentucky

Dollars
$253

251
244
244
240

239
238
235
234
229

225
225
221
216
216

212
210
210
209
204

. 203
199
194
186
181

. 163
163Source: U. S. Department of

Commerce, Statistical Abstract, 1974, Table 214.
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States like Kentucky, Alabama, Tennessee, Arkansas and Okla-
homa spend comparatively little on each pupil, while states like
Alaska. Delaware, New York, California and Maryland rank at the
top of this scale.

While the cost of education is not an absolute indicator of its
quality, there clearly is some.relationship. Disadvantaged,andhandi-
cappeci pupils who are concentrated. in school districts dannot be
educated successfully or trained without special facilities. TO- isquire
their famines and communities to bear this'adde'd bprden is'to deny
them their right to a full education.

NETF would be a major force for equalizing educational oppor-
'' tunity throughout the nation. It would eliminate the dependence 'Of

public education on the local property tax, and would reduce the
wide variations in local ability and efforrfo support education.

NT:7V Fund DIstri5ution
° NETF would have to distribute funds after assessing individual

pupil needs and the-costs of meeting them.
Suchr&I approach could be formulated by assigning weights to

the per-pUpil costs of various types of education. Setting the cost of
educating an average elementary pupil as a base of 1.00,. the Na-
tional Educational Finance Project found that the cost of educating a
physically handicapperl pupil is .3.25; that of a youngster in a com-
pensatory education program, 2.00; a kindergarten child, 1.30; and
a senior high school student, 1.40.

These particular weights may require further study since they(
are based on "representative best practice". of the present system
(Which is a bad one), rather than on objective assessments.

Mew pQOrtl.rlit'.c.;.7. '705 Hiclhèr Educa..ir.7%."

Family wealth also bars thousands of otherwise qualified stu-
dents from the benefits of college and graduate school education.
Because their families cannot afford the steep tuition charges at
many colleges arid universities, some students are restricted in their
choice of schools while otheis may be denied entry completely.

NETF would expand access to highey education opportunities
for all qualified students because it would greatly reduce reliance
on tuition and Student fees to finance programs.

Post-secondary school financing }night also be based on a sys-
tem of weights reflecling the costs of various types of training. For
example, the Province of Ontario, Canada, has pioneered in this
approach by allocating Provincial revenues to colleges and univer-
sities based on Weights equating the first year ,of a general liPeral
arts 'education with a weight of 1 and Ph.D.'s and medical- degrees
with a weight of d.

Greater weight could be given to programs that cost more to

17
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administer and that have "critical need," such as medicine, social
serviCe, or trade Skills, thereby encouraging young ,people to enter
these fields. Institutions would be encouraged to provide the more
expensive curricula without a fear of budget deficits. Inany event
NETF would promote the philosOphy that access to higher educa-
tionwhether academic or vocatiral--;should be based on talent
and motivation and not on wealth.

Distributing NETF Funds
, The process of distributing NETF money could also aid in in-
creasing student choice and' promoting quality changes in colleges,
universities and local sthool systems.

A program of allocating per-student funds directly' to parents or
collége students in Ihe form of vouchers was experimented with in
the early 1970's as a means of increasing administrative sensitivity .
to the problems of individual students and also to facititate programs
for desegregation. A voucher program could be used. to distribute
NETF funds and allow greater competition among schools, allowing
students to choose programs most suited to tbeir.needs and desires.

For Higher Education, vouchers would allow students to attend
public or private institutions dependent on their abilities and desires.
Schools could then be free to accept students ory'ability alone. The
wealthier institutions could even reallocate tuition scholarships as
subsistence grp.nts to allow poor students to attend a college awayfrom their homis.

,

Through NETF, financing would be guarenteed for every student
in the nation commensurate with his or tier needs and talents. While
the NETF would not pay for the complete cost of,this education, it
would guarantee funds based on needs.

Federal Support Would Strengthen Local Cohtrol
Present local and state responsibility and control of public and

private basic education will not be weakened by NETF. The NETF
need not be irwblved in the administration of eduCation. In fact,
Federal financing would make possible a better realization of local
control over schools,.

This iaso because at the present time many local school boards
spend the bulk of.their energyon fiscal mattersbalancing budgets,
raising taxes and selling bonds. If this tremendous bureien were re-
moved from their shoulders, they would be. able to concentrate on
the real challenges of education: what and how our children are
learning in the classroom.

college and university administrators Would be able to .
turn their attention from financial to academic matters.

The NETF should promote greater accountability on the partsbf
students and eduCators. Since the repayment feature of the plan
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means that students after graduation will pay for a major share of
the cost of their own education, they will,be more likely to evaluate
relative costs and.benefits. Because each year of education will in-
crease'the payback rate, education, especially at the post-secondary
schdol level, will be more subject to cost-benefit analysis by its
,recipiehts than .at present.
, Mpreover, NETF should-,encourage mOre efficient development
of our educational resources since a studept- will .be more:serious
about his or her education and more likely to remain in school only
as long as he or she expects real benefits to result..

Repayment and .Financial .

Estimates for NETO
This section presents an'overall view of the cost,arid repayment

aspects of the NETF. It'illustrates how NETF would work and presents
some of the broad financial considerations related to its operation.

There are many alternatives for implementing the broad NUF
concept. The models presented here_are meant? to be 'illustra4
only, and certainly can be modified as analysis and discussion of the
idea proceeds. Although they are tentative, they do present maily of
the basic issues; they sUggest levels of repayment which would be
required to make NETF self-liquidating, and they illustrate some of
the mechahics of both startup and repayment.

A Finantial Nodel.for RePayiment
. ., .

A broad o'utline-,of Ahel,reirhbursement rhodel is contained in
Part-I. Jr,l, brief; it assumes that those who.benefit from NETF educa-
tion investments repay the Trust .Fund through a surcharge on their
incomes. This surcharge would be,Collected during th e. beneficiary's
prime working years, frOm a6e-25 to age 64. Once the NETF is fully
operable, a typical family would pay a surcharge ranging frorp 3.00
'percent af adjuSted gross income, if both the jamily head and spouse
had ledS than eight years of schooling, to 4.-f0 percent if both adult
merribers had high school and college degrees.and four year's of
graduate training. Table 3 shows repayment rates for thes.e typical
families.

In this model the surcriarge rate increasea in direct relationship
with educational attainment: In other words, college graduates pay
the tax at a Higher rate than do high school graduates, and' so forth.

OVer the long term the modest repayment rates..rtpresented in
Table 3 Will make the NETF self:sustaining. In order to verify this, a
repayment model 'was developed to calculate the minimum rates
required to repay an initial investment in .an. individual's education.

'
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TABLE 3
REPRESENTATIVE REPAYMENT ATES FOR FAMILIES

WHOSE HEAD IS 25 YEARS OLD
Surcharge Rate on

Educational Attainmint Adjusted Gross Income
Less than 8 years 3.00
8 'years 3.21
10 years 3.28
12 years 3.48
2 years College 3.52 ,
4 years sollege 3.68
6 years college and graduate school 3.8d
8 years college and graduate school 4.10,

A. number of simplifying assumptions were'made becauSe of
tions in the data available, and also because the model is .for Illus-
trative purposes only.

The modersed the following data: °

1. Year-by-Year enrollment projections Jor basic and higher educa-
tion for the cohort of. all children WAo were in the first grade in
1975. The data and general methods used were those contained
in a publication 'of. the National Center for Education Statistics,
Projections of Education Statistics to 1983-84.

2. tperage per-pupil costs for all levels of school for the period
1974-1994. These were developed using the data and general
methodology contained in the above National Center for Educa-
tion StatistieS publication,

3. Lifetime income estimates by educational attainment level for this
cOhort of children. These were developed from data in the U. S.
Census Bureau Publication, Annual Mean Incdm, Lifetime In-
come and Educational Attainment of Men in. the United States,
for Selected Years, 1956 to 1972, and Money Income in 1972 of
Famikes and Persons in tile United States.
Standard life tables for males in 1972 were applied to the sur-

vival of families. It was also assumed thaf the eddCational attainment
of the head of the family and the spouse were identical.

Census Bureau estimates for family income in 1972' by the age
and educational attainment of the family head were projected; to
1994, when the 1975 cohort 'woulq, be .25 years old, assuming an
average annual real growth of 2 percent. For these purposes, it was
also assumed that the distribution of income by age and educational
attainment would not change significantly. Next, income, totals and
means fp,T these families were estimated ove'r 'a 40-year period 'vviten
the' household head was 25 td 84 years old. Again, a 2 percent
annue§ real growth in income was assumed.

Next, Costs of education were estimated for typical students in
the 1975,cohort for each level of educational .attainment. The NETP

''':; ,
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share was calculated, (50 percent of this cost each year), one-fifth of
the NETF sharawaS charged to general Federal revenues and the
remainder (40 percent of the total) was accrued as a debt to be re-.
paid through the surcharge. These annual NETF outlays were accrued
with interest for the period-1974-1994.

Principle .and interest estimated above were assurned to be
amortized over A 40-year period. Usin4 the mean inCOme estimates,
and assuming further that both the head of a household and the
spouse had the same level of educational attainment, crude sur-
charge rates were deriVed.

For example, assume a child in kindergarten in 1974 completed
four years of c011ege in 1990. The NETP would invest $18,215* (with
accrped interest) in that child's education by the time it was com-
pletéd. Average income fpr a family.whosd head 'has a College de-
gree isieVimated at $1,651,000 for a 40-year period. This assumes
real growth iA income of percent a Oar over the 1972 base; and
it assUmes survival rates foY the family the same as those for all males
in 1972. By paying an annual Om equal to abbut 3.5 percent of lb-
come over a 40-year period, this family can arrfortize. the investment
Made to giie two adult members an education through the fourth
year of college.

Some adjustment is required inlhese crude rates to make them
progressive with education:,(The crude' rates were actually higher
for those with little education because as educational attainment
increases lifetirne income incr:eases even faster.) This adjustment
meantincreasing the rates 4orthose with four years of college educe-
tiOrvand over, and loweriit somewhat the rates for those witti less
than'eight years of prirnary education. It is these adjusted rates which
are disblayed in Table 3.

One refinement in this.model might be to add an "opt-out" pro-
vision so that NETF beneficiaries could make a lump sum payment.
in lieu of taxes at any tiene in their lives..This paymentwhich could
be set at a.level of two or three times the NETF investment for that
beneficiarywould insure that those wage eary(ers who have in-

% comes at the very high end of the scale do not make .dispropOrtion-
ately high repayments. Such.- a provision is part of Most of the Edu-
cational OPportunity..Bank proposals for finanding riigher education.

Financial Estimates: Start-up of NETF
.3.

'for purposes ot the cost model it is asiurned that the NEW
would finance one-half of the cost of .education at all revels, from
pre-primary through graduate- school. lf the TruSt FundWere in iufl
operation in 1974, it Would have contributed over $55 billion to the

-; cost of education:reducing state, local and private contributions by
'All figures In Part II,are 1974 dollars.
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over $43 billion. The need for local- property taxes would be elim-
inated''and tuition anti student fees would be substantially redUced.

Note that this Cost model, as does the repayment -model, as-
sumes NETE- funds. from two sources: 1) redirection to- NETF of
present general revenue outlays by the Federal governMent which
total about.{0.PerCentof overall education expenditures in the nation,
and 2) the surchar0e shOuld finance 40 percent of current
e'ducation outlays.

'WhileMETF investments would be'self-liquidating over the long
run via the.surcharge, in the initial yearssannual surcharge income
to the.Trust Field would not match annual outlaYs. This means that
inccime from the surcharge:would'have to be suPplemented by addi-.
tional Federal feven'de until enough tinie had-passed sO thgthe re-
payments from NETE beneficiaries began to match the 'annual NETF
outlays. By phasirig-in the NETF over a period of years, these Federalo
revenue requirements could be minimiied,

In this model, the NETF.would gradually expand over a ten:
year period to cover half of the costs of 'education at all levels.
this example, the NETF woUld finance all of the costs of those m
kinaergarten and the first year of 'college the first year; kindergarten
andlirst grade and the first two years of college the second, and so
forth,until all eduction levels were,covered.

Table 4 disprays the Inc'rease in NETP contribütions over the
10-year phase7in. rn the first yiYar, the Trust 'Fund would edd $4.0
billion (O education revenues, in the second year, $8.3 billion, and
so forth. ,By 1985 when .the NETF would be-fully pperable' it Would
contribute $47.3' billion. These contributioni are in addition td the
present Federal aiditi-education progranis which are aseumed to
continue to finance about 10 percent of overall ,eduCation expendi-
tures. °

- II . TABLE 4
The IniPact of NETF: Additional ContributionS to Educational

Expenditures Available by Phasing-in NETF, 1977-1986. .

. (All Figures Afil 1974 Dollars)

'

Yar 4
: ..

, Billions a/
Dollars

-

. Year

v
iBlions of ).
Dollars.1977 $ 4.03 1982 ... , .. ...$24.13. ,

*1978 . 8.31 1983 ii 27.57
1979 1.45 1980 31.09
1980., 16.66 . 1905 037.63
1981 - 20.49 16 47.33 ,

Note; These resent .additions
WhiCh ere assumed:Jo conti

SourZe: Periyed ffom enrollment a
,..ssqribeciqh text,

-present Federal contributiOns,
.

curtent levels. -

4eost-per-pupil proLe,clions de-
.
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The repayments by NETI beneficiaries build up much more
slowly over this period since in this model only those who actually
Oenefit from the NETF make repayments. Rithermore; in its initial
yearS these repayments are prorated so.that if the NETF contributes
to only one or two years of a.student's education, that student re-
pays at only a fraction of the surcharge rate.

One.indication of the revenue potential of. the NETF surcharge
can be seen by applying the rates to the present population base.
Applying the tax rate for families in Table 3 to the Census Bureau
estimates of family income by educational attainment of the family
head. (age 25 to 64 years old) in 1972 produces $20.6 billion in rev-
enue. The surchageapplied to unrelated individuals produces $1.6
billion. If real ang,t0 growth of 2 percent is assumed between 1972
and 1986, when the NETF cOuld be fully operable, the surcharge
yield increases to $29.9 billion, .However, educational attainment of
the pOpulafion will also increase over time.and this would add still
more to theqield of,the surcharge by increAsing the surcharge ate
paid by the average family.

:idak.

'.111111

4

Governor SHAN,. L also' have a copy of President Kennedy's
speech .at Yale on June H, 1962. that I referred to several times
You could put this into the record as well.

Mr. IYANIELs.. Is there any objectiim to also introducing into the
record the speech inack by tlw late President Kennedy at Yale, towhich the Governor referred to in his testimony?

Heariii:!- none. both plans and. former President Kennedy's speechwill be filed vitii the record of these proceedings.0
[The speech referred to-follows:3
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234 Commenccnierut.Address at :Yale University:
unc II, 196'2- 1

President Griswold, members of the faculty,
gradwees and their families, ladies and.

-
gentlemen:

Let me begin by expressing my apprecia-
'don for the very deep honor that you have
conferred upon me. Ai General de Gaulle
occasionally acknosvledges America to be
the daughter of Europe, so I am pleased tca
come to Yale,,, the daughter of Flarvard: It
might be said now that 1 have the best of
both world; a Harvard education and a
Yale degree.

I am particularly glad to beciSme 2 Yale
Man because as I think about my troubles,
l.fittel that a lot of them have .come from
other Yale men. Among businessmen, I
have had a minor disagreement with Roger

/plough; of the Jaw school 'Class of 1935,
...and I have had, some.complaints, too, from

my friend Henry Ford$'of the class of 1940.
In journalism I seem, to have a difference
With John Hay Whitney; of the class of
t926and sometimes I also displease HenrY
Luce of the class of 192o, not to mention
also William F. Buckley, Jr., of the class of
195o. Leven have wine trouble with my
Yale adviiets. I get along atith them, but
I am not always sure how they get along
with eackdher.

I havythe warmest feelings for Chester
Bawles of the class oE 1924, and for Dean
Acheson of the class of 1915, and my assist-
ant, McGeorge Bundy, of the class of 1940.
But I am not ioo percent sure that these
three wise and experienced Yale men whollr
agree with each oth6- on every issue.

So this administration which aims at
peaceful cooperation among all Americans
has been the victim of a certain natural

470

'pugnacity developed in this city among Yale
men. Now that I, too, am a Yale man,
it is time for peace. Last week at West
Point, in the hisrorie tradition of that Acad-
emy, I availed myself of the powerl of
Commander in Chief to remit zll sentences
of offending cadets. In that same sPirit,
and in-the historic tradition of Yale, let ine
now offer to Smoke the clay pipe of friend-
ship with all of my brother Elis, and I hope
that they may be friends not only with me
but even with each other.

In any event, I am very glad to be here
and as a new member of the club, I have
been checki?eg to see what earlier links
existed between the institution of the Presi-
dency and Yale. I found that a member of
the class oE 137S, William Howard Taft,
served one term in the White Hous e. aS ptep-
aration for becoming a member of this fac.
ulty. And a graduate of iSo.s, John C. Cal
houn, relprded the Vice Presidency, quite
naturally, as too lowly a status for a Yak
alumMisand became the only man in his-1
tory to ever resign that ofg.ice.

Calhoun in 1304 and Taft in 073 grad-
uated into a world very different from otirs
today. They and -.,their 'conternporarks
spent entire careers stretching over .;ss years
in grappling With a few dramatic issues on
which the Nation was sharply and emotion-
ally divided, issues that occupied :he atten-
tion of a generation at a time: the national
bank, the disposal of the public lands, nulli-
fication or union, freedom or slavery, gal
or silver.. Taday these old sweeping issues
very largely have disappeared. The central
domestic issues of our time arc more subtle
and less simple. They rdate not to basic
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clashes of philosophy or ideologx but to ways ,

'and rfle.1113 of oreaching common goalsto
research for sophisticated solutions to corn-
pleX and obstinate issues. The world oE
Calhoun, the world of Taft had its own hard
problems and nOtable challenges. But its
'problems arenot our problems. Their age '
is not our age. As es cry past generation has
had to disenthral/ itself from an inheritance
of truisms and stereotjpes, so in our own
time we must move on from the reassuring
repetition of stale phrases to a newdifficult,
but essential confrontation with reality.

For the great enemy of the truth is Yell
' often not the licdchberate, contrived, and

dishonestbut the mythpersistent, persua-
sive, and unrealistic. Too often we hold
fast to the cliches of our forebears. We sub-
ject all facts to a prefabricated set of inter-
pretations. We enjoy.the comfort of opin-
ion without the discomfort of thought.

Mythology distracts us everywherein
government as in business, in 'politics as in
ecormiiit6; in' foreign :Iii'airs as in domestic
affairs. ut today I want to' particularly
considertj myth and reality in our national
economx: recent months many have
come toied, as I do, that the dialog between
the partiesbetween business and govern-
ment, between the government and the
Publkis clogged by illusion and platitude
and faits to reflect the true realities of eon-
temcnary American society..

,

I speak. of these matters here at yale
because of the self-eVident truth that a great
university is always enlisted against the
spread of illusion and on' the side of reality.
No one has said it more clearly than your
President Griswold: "Liberal learning is
bodr rsafeguard against false ideas of free-
dom and *source of true ones.", Your role
as university men, istatever your calling,

s will be to increase nal, new generation's
grasp of its duties.

There ate three great areas of our domestic
affairs in which, today, there is a danger that
illusion may prevent cae,:tive action. They
at:, first, the question of the size and the
's`hapc of government's responsibilities; sec-

5

0 ,7

ond, the question of public fiscal policy;
and third, the matter of confidence, business
confidenCe or public confidence, or simply
confidence in America. I want to talk about
all three, and I want to talk about them carc- ,
fully Ind dispassionattelyand I emphasize
that I am concerned .here not with political
debate but with finding ways to separate
false problem; from real ones. ,

If a contest in angry argument were flirted
upon it, no administration could Shrink
from response, and, history does not suggest
that American Presidents are totally without
resources in an engagement forced ,uporr
them because of hostility in one.sector of
society. But in the wider natipnal interest,
we need not partisan wrangling b'ut common
concentration on commor0;ptobleins. I
come here to this dntirished university
to ask you to join isAla 't pat task.

Let us take first444,:iftniestion of. the size
and shape of goverrefilO'he rnIth here
is that government 'ill'hig,; and badand
steadily getting bigger ;:and worse. Ob-
viously this myth has some excuse for exist-
ence. Ir is true that in4vent history each
new administration has spent much more
money than itspredecessor. Thus President
ROosev It outsp,ent President Hoover, arta
with owances for the specjal case of the
Second orld War, President Truman
'outspent President Roosevelt. Just to prove
that this was not a. partisan matter, Ptesi-.
dent isenhower then outspent President
Truman by the 'handsome figure of $182.
billion. ,It is even Possible, some think, that
this trend may continge.

But does it folloSiv Itaani this that big
government is growing relatively bigger? --
It does notfor the fact is for the last
years, the Federal Governmentand --also
the Federal debtand also the Federal,bu-
reaucracyha've grown less rapidly than the
econoncy-asa whole. If 'we leave defense
and space expenditures aside, the Federal
Government since the Second World War
has expanded less than any other major see-
tor of our Lational life--less than industry,
less than commerce, less than agriculture,
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less than higher education; and very Much
less than the noise about big government.

Ths truth abOut big governmeni is the
truth about any other greath activityit is
complex. Certainly it is true that size
bringedangersbut it is also tfue ,that siç
can bring benefits. Here a; Yale which has
contributed so much to our national progress
in science and medicine, it May b,e proper for
me to mention.pne great and littk noticed
expansion of government svhich hes brought
strength 'to our whole societythe new rple
of our Federal Government as the major
patron of iesear'ch in science and in medi=
dm Few people realize that in r964. in
support of all university researth in science
and medicine, three dolbrs out of every four
came from the FederalGovernment. I need

-hardly poiht 'out that this has taken pbce
without undue enlargement of Government
controlthat American scientists remain
second to none in their independence and in
their individualism.

I am not suggesting that 'Federal expeng
tures cannot bring some meaSure orcontrol.
The whole tbrust of Federal expenditures in
agriculture have.been related by purpose and
design to control, as a means of dealing with
the problems created by our farmers 'and our
growing productivity. Each sector, my
point is, of activky mukbe'approached on
its own merits and in tarns of specific na-
tional needs. Generalities in regard to Fed-
eral expenditures, therefore, can be mislead-
ingeach case, science, urban renewal,
education, agrkulture, natural resources,
each case must be determined on its merits
if we are to profit from our unrivaled.a.bility
to combine the strength of public and.priV,*
purpose.

Next, let us turn to the problem* our
fiscal policy. Here the myths are legion and
the truth hard to find. But let mc take as
a priine example the problem of the Federal
budget. We persist in measuring our Fed-
eral fiscal integrity today by the conventional
or administrative budgetwith results
Which Wciiild bc regarded as absurd in any
business firmin apy country of Europe-

472

,

or in any careful nssessment Of the realitil of
our national fir.auices. The administrative. ,

budget has sound administrati-m uses. But
for wider purposes it is less helpf.ul. It
omits our special trust funds and the egect
that they have on our ceoninny; it neglects
changes in assets or inventories. It cannot
tdl a loan from a straight expenditureand
worst of all it cannot distttuiSh henveen
operating expenditures ana Ions term invest-
ments.

This budget, in relation to the great prob-
lems oE Federal fiscal policy which are basic e

to our economy in 102, is not simply irrele-
vant; .it can be actively misleading. And
yet there is a mythology that measures. all of
our national soundness or ;Unsoundness on -
the single simple hisis of this same annual
administrative budget. Iff bur Federal
budget is to serve riot the debate but the
country, we must and will find ways of
clarifying this arCa of discourse.

Still in the area of fiscal policy, let me say
a word about deficits. The myth persists
that Federal defkits create inflation and
budget surpluses prevent it. Yct sizeable
budget surpluses after the war did not pre-

,. vent inflation,-and persistent deficits for the
,- last several years have not upset our bask

( price stability. Obviously deficits arc sonic-
times dangerousand so arc surpluses... But
honeit assessment plainly requires. a More
sophisticated view than the old and auto-
matic cliche that deficits automadcally bring
Inflation.

There arc myths also abou our Nblie
debt. It is widely supposed rhat 416 delx is
growing at a dangerously rapid rate. In
fact, both thc debt per person and the dcbr
ai a proportion of ourSross national product
have 'declined sharply since the Sa:ond
World-War. In absohlze term9 the La.:Lions!
clebt'nee the end of World \Var. II has in
creased only 8 peretnt, while private debt It
wwincreasing 3o5 percent, and the debts of
State and local governments-On whom pen=
pie irequently suggest we should.pA add:-

. tional burdensthe debts of State and I
governments have incrensed 373 pc.

u
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Moreover, debts, public and private, arc
neither good nor bad, ia.and of themselves.
Borrowing can lead tei over-extension and
collapsebut it can also lead to expansion

` and strength. There is no single, simple
slogan in this fidd that i've can trust.

Finally; I come to the problem of con-
fidence. Confidence is Matter of myth
and also a rnaacr of truthand this time let
me. take the truth of the matter first.

It is, trueand of high importancethat
Ithe prosperity of this country depends on the
assurance that all major elements within it
Will live up- to their responsibilities. If
business were to heglect its obligations to the
public, if laber were, blind to all public re-
sponsibility, above 311, if government (Vere to
abandon its obviousand statutoryduty of '
Watchful concern'for our economic health.

if ail of these things should hapgen, then
confidehce.might well be weakened and the
danger of starmation would increase. This
is the true issue of confidence.

But there is also the false issueand itf
simplest form is the assertion that any and '
all unfavorable turps of the speculative
wheelhowever temporary 3nd r however
plainly speculative in characterare the re-
sult of, and I quote, "a ladc of 'confidence
in the national admini;tration." This I
must tell you, while comforting, is not
wholly true. Worse, it obscures the reality,
which is also simple. The solid ground
'of..mutual confidence is the necessary part-
nership of government with all of the sec-
tors of our society in the steady quest for,
etronomicprogress.

Corporate plans are not based on a political
confidence in party leaclers but oo an eco-
nomic confidence in the Nation's ability
to invest and produce and consume. Busi-

' ness had full confidence in thc administra-
tioriS in power in 1929, 1954, 5958, and
196obut this was not enough to prevent
recessidon when business lacked full confi-
dence in the economy. What matters is
the mpacity of the Nation as a Whole ta
deal with its economic problernynd its
opportunities.

375

The stereotypes I have been discussing dis-
tract our attention 'anill divide our effort.
These stereotypes do our Nation a disservice,
not just because they are exhausted 3nd ir-
relevant, but'above all' because they 3 remis:
leadingbecaUse they stand in the way of
the solution of hard 94 complicated facts. ,
It is not new that past debates should obscure
present realities. But the damage of st..1:
3 false dialogue is greater today than ever
before simply because today the safety of all
the worldthe very future of freedom*
depends ,as 'never before upon the sensible
and cleiiheaded management, of the do-
mestic affairs OE the United State-1.

The real issues of our time are prely as
dramatic .33 the is;ues iiif 'Calhoun. The
differences today are usually matters of
degree. And we cannot Ldersund and
attack our contemporary problems in 196: .. °
if we are bound by traditional .labels 3nd .
wornout slogans 4 an ea tiler. Cra. Aut the
unfortunate fact of the matter is that ohr,
rhetoric has not, kept pace with the speed 0.
of social and economic change. Our politic:al ''s
debates, our public discourseon 'current .,,',
domestic ahd economic issuestoo ^oftea.,;;
bear little or no relation to thi_actual prob-. :

lam the United States faces.'. .

'What is at stake in our economicdecisio4!m'
today is not some grand warfare of rival ?. .

ideologies which will sweep . the country,
with passion but the practical rnanagemear,,
of a modern economy. What we need ii
rtot labels' and cliches but more basic dist
cussion.o the sophisticated 3nd technical
questions"-i volved in keeping a glrat-eco-
nomie`ma inery'moving ahead. ,

T national interest lies in high cm:
plcl ent and steady expansion of output, in
stabbs. prices, and a strong dollar. The ,

declaration of such an objective is easy; their
c attainment in an intricate and interdepend,

era economy and world is'a little more diffi- .

cult. To attain them, we .require not Some
automatic response but hard thought. Let
me. end by suggesting a few of the real ques-
dons un our national agenda.

First, how can pur'budget and tax policies

473



0t,
[234] Junc it Public Papers

supply adequate revenues and preserve our
. balance of payments position. without slow-

ing up our economic :growth?
Two, la'aw arewe to sat our interest rates

and regulate the flow of money in ways
which will srimulaie the ecoaomY at home,

. without: weakening the dollar abroadi
Given the spectrum of our domestic and
international responsibilities, what should be
the mix between fisonl and monetary policy?.

Let -me give scver4l 'examples. from.my
of the complexiti of these mat-

ters and how political labels, and ideological
approaches are irrelevant to the 'solution.

. Last Week., a distinguished graduatc of
`74this:Schocil, S.enator 141;xmir,c,.'of.the class of.
= TV, yho is Ordinarily'regatikd as 2 liberal

ocrat, suggested that We shouldofollow
in ssecti.ng our economic problerris a 'stiff
fiscal 'policy, with emphasis on bukt bab

Ifance and an easy monetary policy withloiy..,
ter0.i.4ates in order to keep our ecOnciMy

"...el- . the same vcc, The Bank foi-
;)al Settlenient Switzer:-

ervative'organization'represent-
...tnfl0 entret banker"; of guiope 'iuggested

91.12,p,f4ri{.e'ecoitomic Policy .nthe-
es fshpuld bp..ch'e .very opposite;.A Oh$10 freotsii:, a flexible budget

:1715Viii.4urtiglitei&'deficits When ihe
0 `riciltriSltsiv n 4arietacy.

L'.79'0481414'isueiatitati:4 as. in Euitipc, in.

373:

Of the' Nciidcnt4,-
. . 4.

that we lose gold, yet there' was no :inf1Ttitu3.
following- the deficit of 59,58,,norns'Ihdre
been inflation sintethen: t

.our ,vholesale'pri4 in ,sinA- i'95'S his
remaitted completely vairpspite of. se'veral
deficits, .becausc ot gold has been
duc to Other reasons: price instability, ida-
tive interest rates, relative export-iraport
balances, national seCurity expendituresall
'the rest.

r Let Me give you a third and final example.
At the World Bank meeting in September,
a number of American bankers attending
predicted to their European colleagues that
becauseof thc -fiscal 5962 budget deficit,
there would be a strong inllationary pressure
on thc dollar and a :loss of gold: Their
Predictions of inflation' were sharcd'by many
-in btiiim:ss and helped push the market up.
The, recent reality 'of nanirillation helped

, bring it down. We have:had no infiation
because we have hinrother factors in our'
econorny thItt have contributed to . price
stability:

do not 'suggest that the Government is
!;rrig;ht and they are'Wrong. The fact of the

. matter is' irt-thc Vederal ReserVe Board and.'
admihistration this: fail,, a similar view

Wa4 held by Many 'ivellermed .and dis-
intcrestitt tacit that i'allatmo was the major

rprOblern,tikat,we stiould face in the winter of
'?-.496a: But it was-not. Whai I .do suggest
! is that These problCmi arc endlessly corapli-

cared and yet they go:to the future of, this'
country and its ability to prove to the world
what we believe it roust:prove.

.1 am suggesting that the problerns of fiscal
-; and' monezarY policies in the sixtiei as op-

posed to the kinds of problems we faced in
ilia thirticx. demand ,subtle challenges for.
which technical answers, not political an-

- . swers, must be provided. These ;re matters
upon which government and business may

- -and in many cases will disagree. They are
certainly- matters that ,,orcenment and busi-
ness shadd be discuning in the sno3t sober,'
dispassionate, and careful way if wc are
to maintain the kind of vigorous economy
upon which Out:country depends.

:.-901. 'to'r-eon,tioi 'inflation; and protic t. goals.
Bth .4.!p*'ELigEtt,,,qi. Will depend'
2n;Yrui.nyclifkreEdfa'al+ri: fr

is.that this is basica)ly an ad-
1.:!...3%6,:castra-A.ceor tXcrutive problem!, in which

lin.ieaI labels or clicli&do not give is a
, solution.

A well.known busin4journal this niorn-
rot as I journeyed to Ne3),1-lavety-ralsed-the
prospects that a further budiet deficit woulY

;- bring inflation and enCourage the'fl of
Wctlhave had Scver,

begint,fing

Vie, h4, a, ICLWeiiil
--;,flaticirtull-iali,j7 hi

'the czsel.hat:aCdtelicit p

liudget
illion

eficits,
licit in

thC fat of 5960
ss'runaing at $5

'ould Seem to prove
ces inflation' a rur
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Ho!, can.,we develoia'-aad sustain -strong and t int y thn,414is and discharge thc
ands:able yorld markets for basic eosin-n(4i- -. taiks a 7tipCo s. .

tics without unfairnesi to.the consumer aiid -. .. 1(..the44-7,any cuir trend toward meet-
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Mr. DANIELS. I now reconnize my distinguished colleague front,
Connecticut, Mr. Sarasin. e'Do you have any queStions of the
Governor?

Mr. SARASIN. Yes, thank you.
Governor, I would like to thank you for taking the time to come

before. us and help us with our deliberations on this legislation. I
'have several- questions.- I Would like to get back to the. question
Congressman Daniels raised with regard to the prevailing wage. rate,-
the DaVis-Bacon rates, and o forth, that are called for in the bill.

The economist's .that have spoken to us said that this can be
counter-productive and will be attraeting people who are not
even pow considered as part of the imeMployed statistics, in addition
to making it. attractive, especially with the-regional differences, for
g-Overnment employment in. one part of the country as opposed to
the other. .

I wonder if you would comment. further on that,
Governor SHAM I -think one cif the cardinal blessings that we

have had in the United States is the mobility of our labor force. ,I

don't look upon it as being. a major problem that one person looks
at another job an(rSays, "I etin make more money over there," and
therefore, leaves to take another-job.

I think this is a P'art of the American syStem that has been very
productive. I. say this as a 'former empl6'er of oV'er 2,00 people.

We trained our people. In fact, we had an educational plan for
our people (where any of them could jo to school and take any sub-
jects even outside of lectronics. Many of them went into the real
estatelinsiness and other things on the courses we paid for whil they
were working for us.
,--I don't find anything wrong with that at all.

Mr. SARASIN. L don't think anyone objects to upward mobility.
What *we are talking .about_ here is a deliberative program paid
for- by the taxpayers to create a job for everyone. There is- a tre-
mendous cost attached to that.

What the economists are saying is it becomes counter-productive
and you- tighten the labor market and then create the Very pressure
which- creates it new wave of- inflation beyond that.

Governor SHAM'. I don't g-o with that at all. I think if you. study
the cause and effect relationships you will find that verY seldom. is tluit
the cause.

IF you.,go 'back you will' find that most' of your causes of these
upward pressUres have been due to decigens made by, people' who
control money supply and control inves fIFfit programs. T. think the
statikics bear it'out.

Mr. SARASIN. Of course, that iS not .the testimony of .the people
who testified before us. -

Governor SHAM'. I realize that and the testimony of the pro-
_ fessor ahead of me was just abysmal.. I just wonder what kind of a

cave he has come out of.
Mr. SARASIN. The cave is MIT. He is an economist and professor

at that institution. I assume he has some credentials: There is also
a difference of opinion on the subject.
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Governor SnAre./A vpi'y sharp difference cd opinion. He is talk-
, ing about 5.8 percent 'unemployment being A practical leVel. I sayc' that -is not only 'diunaging to the whole. social structure of thisNation, but even from a standpoiut of the economicsIf. .1. oWn a.building and I keep 5 or' 6-Percent 'of my apartments unocCupied,,I have to -raise the priceS on the .95 or 94 percent of the apartments'-, tha( are occupied in order to make out..

This becomes, an inflationary pressure. If you are deliberatelysaying .we are going to keep 5 or 6 percent of our people off jobsas a' policy. you are, creating a tremendous social pressure in thiscountry. . ., ,

You:are ,also- creating.. inflation in this country. J just don't .bnyhis rowepts. 1 think the wav to have the.least amotmt of inflation inthis. rthintuev,is.to have.full employment so as to increaSe prOiturt i vityi.of this. nation,.
, 311'...SARASIN. I certainly didn't iimzkrstand that to be his testi-mony. As .I .understood what he saidf was if we had expanded themoney §npplv,. looking back at it.. in hindsight, we possibly conldhave reached75.8 percent. unemplOyment. In other words, usiii,g mime-.5; tar.y poliCies, as his testimony indicated, would only. get us to that''44' t.. pom .

He felt the next half perce.ntcould come froth the other programsin this -bill and the remaining''2.3 pereent mu* cOme from publicemployment..That is why,' he .addressed himself.so heavily to publicemployment. ..
.He -feels, the. bill Will ultfthately get it there. All. the methods inthe. bill will exhaust themselves very quickly. Yon can only go so far.and yon hate got to *If up the difference with public employment..You .mentioned in 'nr testithóny several times the need for in-. vestment in the manner in which a prudent. business would investin the-future, or borrow to do that. You also mentioned that Stateand local goernthents ',have an. Obligation not to spend any moi.ii.than they take in.

.' I happen to think the Federal Government perhaps has that
. .same obligation.

.

Governor .S1 r.ter: Our obligation at tlni: tlii.te level ithfortunatiTlv; is." constitutional mid sometimes.our programs are alisolittelv essential for..,.. .otir peo0e.but we canVentertain them. This is one rea§oii why I havecalled.for fe( '. *--zation of the welfare to throw some of theseprograipsoff the ark (if,the States. State and local governments have ..k more regres. e tax structure than you have. in Vashingt)lL AlsoTWe have 'constitutional limit ationK so we are juSt forecloSed completelyfrom taking rare of many needs of the people.
. ,I think it shOuld he changed and that we should be workingcloser .with Washington so that a lot of these programs are. worked.Ont with Washington so that the needs of our people are taken cafeof. .

Mr.' SARASIN. How high do .you think taxes should tie in thiS
. . .

cothitey to pay for all' of these things; Governotq '.., .. .. -Governor SnAer.. I don't think tax rates have to gO up to accom-plish it. On, the. contrary, if *you haVe full ethployment you are
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.going to, find that yoiFr tax rates probOly conhteven come down
because you will have inomlNople paynig taxes and *fewer drawing
unemployment compensation.istml. dra4ng Welfare payments.

-

You would have less tfrtSion in Out society. I; think you would
find your' 'ettSt-- ler inëiitiI1ilth edre would. croAlOwn. Ybur cosEs
for prisons would ,g,o down if you had a society in which you reduced 4-
tensions.

I- think tk. fun.danientid area -is emPoyment. A person wtho feels
ha is. ptirt 0-your .5.8 petcent and won't be. given a job is nOt going
to lki. a .person who is Toing to fit w.ell into sot:iety.:11q, will create
.all kinds of problems .for the other people who are worknm,

Mr. SAliAsix. So you,are saying we can do this without increasing
taXes

'Governor Si [APP. Yes, if yonget a system going of invest meats and
ypu -start amortizing ..those investments over,- a period, just like
bbsiness.` .

Mr. SAI-WiN. GovOrnor, we are not talking about, capital. expendi-
tures. We are. talking.about current expenditures.
. -governor StrXre. I know it but this is exaCtly what I ath coming
to. If .you start. amortizintr your capital expenditures like business
does. their :operating riudget is.goin, to be more in balance ant)
you don'tilth to raise taxes.

MP. SAitAsiX.. I cO-sponsored the legislation you ..are refealg,ing to
to put the Federal GoVernment on thai kind df a budget program
so we can separate, capital from current expenditures and, make
better sense out of what. we are doing.

I agree with you. I think it is essential we do thlit. But I am
-not sure-we are still not going to lie in- a tremendons deficit situa-
tion if we are to try to do all these things for current expenditures
without raising. taxes.

'You are askin the Federal Government. printo more money. and ,

discount the infiationaTy 'effect that lifts. I just Can't understand
that. 'frankly. - . .

Governor Sp Arr. A few months agoMr. Burnshaid the moneysup-
ply should' be around 71/, percent or tlwreabonts. I._ think we could. go. ,
intom rather substroitial ca al improvement prograin in this,country
with .a V,. percent -increase mn money supp

think we -would have, less inflation then th i now by increasing..
productivity 'in thiS connt iy above the two-third. evel- where it is now.
If we. just Continue to let .6tir internalplant run down-. then. operatino----, -
costS.will rise. and we will haVe higher rates of inflation.

When- yini 'operate only at two-thirds pr,oductivitY you have to
ab4A -100. mrcent 'of yor overhead-against two-thirds' production.
Thisis treiptiQd.oiisly inflationary. 0

WheA.-Y.Oa have a railroad 'system that is not safe at any speed
so it lakes', few days fong0r. it. raises, costs. Also. pin. have a lot of.

treakagei''.This: results.in a higher cost of transportation. So you are.
'better:off, making investment to modernize those railroads.

Wffed Ydn-ailow yout.cities todeay into a big ghetto, soeial costs
rise ti-eniendously,' so does 'crime. :.SO-ou are better off fixing np these.
buildings. by making the investment that will pay .litick ,oyer a period
of years.

.
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thinhifyon look at it from lin nivestment pi.oposition. van vansee that this is going to be a lower cost rather than a higher e'ostto .our wliole soCiety.
.Mr. SA)3A81N. Do you supportprograms that are going to prdvidetax credits or tax incentives.to help create jobs in the private sector'and elieourage expansion?

Giaverpor Ail... I support those types of procrrams.but T.don'tthink they are as effectiye, as investment progran7§; nor-do I think .they woidd be aS effective as changing deprceiation.schedules to allow.people who make inye'siments io write them ofl in faster periods oftime at then- own.diseretion (within.certain limitations.) so tbey canise deprecialion as .cash flow and ,as part of theii. regular capitalformation.
,Basically. most of the. investment tax credit goes to companies-that would be .expanding anyway. So you arc- not really:stimulatingexpansion in inany arosAut I think if you had.a tlexible,ifepreciat ionsehediele' von will hind this would give greater st tO theconomy 'for the: sanw numberof dollars.
Mr. SAnAsix. -Goveribr;. you talked about ini one,y;..spnt in welfand unemployment coi4nsation- and other iWrome mainten nee,.programs. assume you would acrree'we can't reallY offset oneagainst the other. Everyone on wellareis.not able toyork.We wouldn't be-able to Tedllec, tlipse dollars.: The econonlis -whodismissed thissaid we are talking. abOut very-feVi; chang0 i r tiatarea, one4ourth or even less, far as the substitution iS Concerned.Which brings me. to . anOther subject: One of the difficulties we 'have had with some .of the Federal job programs is they have'amonnted to Substitthion ',with the. State and local .goVernmentrather than'picking upTunemployed'workers who are;nnemployed inthe -private sectot in the way of general revenue sharinc, programs,,whith T think is a:distort-Mu of what-Ave have tried to do here.Ifthat to happen and the State and local governments-were'simply to take- these...programs called fm in this legislation andmerely substitute Federal dollurs for %Cal dollars we haven't ,savedanything. r

.(loverner SHArp. Yes, you have because at the preSent time oneof .the ironies of the situation is that State and local governmentsare cutting back on their investment'programs for constructingligh.Ways, bridgeS, convention balls and other programs of this sort.The reason;,we are cuttincr-back- is because We don't have the 4unds..If the Federal, Governmea picks tp part of our 'payrolithroughthis public eMployment then we will,have funds available at lockr. levels and State levels to go into other projects, that weeatit gointo now, so we.ilL be increaSine- emilloyment on the-basis of,thefact that we wilrbe going into these capital improvements':The otherIthing there has to be a complete 'review of thiswhole rederaloState, local relationship. Joe Jones-and Vmily
. . private deit izens who need serviceS or need jobs.. whatever it Maybe, don't understand the intricate Telationship we have. You under-*stand itIrom the Federal standpoint. I see it froin the State stand-point and the mayors ard others see it frbm the local standpoint..But we are constantly Scrabbling. about 'who: has the vfor .doing what, and int e meantime a lot of people fall through
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the crevices a»d don't get services. So I think we should be, looking
upon thiS as one government Nyith certain responsibilities. .

Sipco the Federal Government has a tax: program .that is more
progressive than that of theStates and local' connuunities. (because.
most. 1ocal- communities-deinna a great. extent upon ptopt:rly taxes,
which is the most 'inelastic .and regreSsiye tax of all). a lot of. the

'fundingprograms would be jnore fairh 1nbvidcd by INI vi ig Federal
fund'ing streams than by t vying to Pass this off to the local go_Niernments..

We are all serving Chestune. people. True, the people in.-Pittsburgh
are . Pittslairghers but tlwy are' also. PennSylvanians,1 and they are
AnWricanS..So mir F'ederal Government, State government and local
governthent should be. working together,' aml the moSt pro-
gressi Vetax systems for-raising funds.

Mr. SArrAsIX. I don't argue. with that, Govethbr. I assume that is'
also a statement. of strong' siipport. for revenue sharing, which I
happen to agree with. IIS well. We dO do one- thing well .at the, Fed-
eral level, perhaps only one, thing.a.wl that is, collect taxes.

We don't sPend it very well .but we. knoW how to 'raise it...
Governor SnAre. I appreciate your sentiments on revenue sharing.

Are we going' to get itt?
Mr. SARA.S1N. thiit we' are. I. inst. Wipe it, .happens soon..
'Governor SIIA1'r. I . have about :1437 million in my budget this

year. It. 'is gbing to haNe an awful hole in it if Congress doesn't
--come through with revenue sharing.

Mr. SARASIN.. I think the failure of the Congress., Governor,.is not
to let...von. know in enough tiw what yon can expect to plug intb
the, hudget'beyond. January 1977. There iS no, excuse, as. far IIS
am concerned. for 'us 'not to do that noW except we have a SlaY 16
budgetary problem. .

I. think what we shonld do is go far enough ahead so that, we .
can anticipate revienue sharing in the future more than, 6 months in
.advance.
..Governor SHAre: I agree with tirat.

Mr. Smusrx. The great. difficulty hrte with this legislation,
Governor, is in the7area.of public service employ,ment. I -think there
are many things NO can do in. the area, of short-term' employment,
in training,beeause that is extrernely inwortant. .

But .when...ive, get into the plxblie service- einployment, especially
at .'prevailing.. wages, we 'are comPeting, with. ourselves and just
exacerbating the zituatiOn rathi». than IrOing it.

'And when theAestimony 'says so riin4h 'weight under .this bill
\will have to be placed. public "service]: ornploynwnt because the..
other areas can't pick it tip Or make, that. much of a change, :I am
left with a thought that there bas got to be. a.bettv way and
would rather see *Ile' stimulus. in .the private sector.

Governor Slim+. Whether it' is public service employment or.
nliether employment. thAt is created by or actually eMployed .

by the public sector of private sectdr, I don't think it is the 'main
issue.: ' . .

remember I came back- fi-om World,War '1'1- and they had all.
these GI of.'rights,... anybody who'had.
been in the .service cemld. go: fo a. School. I started my electronics
business shortly thereafterand if it, wasn't. for the Trite
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franii.ly,I would'never liav.e. been ,able to start tuy businessaiesause90, percent ofemy original empinyeu xv,e_rtl either --men and Wofnewho had received their:ft:64Mo, in electNnies previmeily durn e.._ -_--wa r-or- tt tide r-t-lte- ts-4---bill-o-f-rigrfts-irfte-ctliii-7ii-CTif-i-iiiicie
of-t he. tratleschools.

.

I submit further Ilia jhe two major:growth industries of thefiftiesand early sixties namely the. elect roms and pie air ,trmisport- inAst ries could not have- taken place if it liathi'fbeen. for the i'iovern:meta .t raining of millions of these people during anti after the War. .So' if you look at 'Government investmefit programs dthis,-2ort,.
amLWhat it thieg to help the priVate sector.. if you had a -ialblic sector.-works program moving at this particular time, training people andgiving thenV jobs, you would give a great.stimulation to the private

, seetor and find,t; - .private.seotor taking over a lot of this employ-44
client we, now have tn. give .only through the public sector... Mr. SAitAsis.'''t4,iik you. Governor, for .vour testimony.

-. Mr. DANR:Ls: V.rnognize the gentleman :from Pennsylvania, Mr.Gaydos. V ...44,\!;''. ' . .,
Mr. GAYpos. T.Ihank the Chairman for recognizing me.Governor,. I do want ,to complithent- you: I, understand you aregoing to make that report available to us- for, yonr forthritdit pro-'.

e,0-gram for the school tax phtgram. I think it is one,of the. cruelestproblems we have had. Most of the peOple can't afford it.. It affectsthem adverSely. .
'It, makes some kind of replacement for the noiv accepted' schooltax on property. I ilink it is the most --admirable tYpe. Cif 'program.I liopef we can help you. .I- know tit this. time 'the- Federal Govern--meta provides, in all educational sectors,' approximately. 25: percentof the total education costs around the country: ,-

.We, .on the-Education and Lahor Committee, are. very, familiar-. with those statistics 'and possibly, if .we t mild donble that to 50 or-,75' percent.,we cOuld offer -a sqlution as you .suggest.should be- done:. 'and should:IA addressed.
.

,Governor Simply:U
inder the program' I am. suggestng -.hereactuallY it, it's..an' investMent progiam because over. the earning lifeof salt educated pvi'f-1,11.th.e' ilioney %voitid, ('ome hack iii the fousin'of asurcharge :0) that it' would replenish the Treasury for paying for theirethicatimis. .. x .

.
.

- Actually:- it is not a cost item at all. It is just a tame displace-ment .for eltteatin, Inqiple. The educated people who vyill thenearn
. -k,...tpore monev:.will'add a sureharg-e on thvir income taX:

Mr.. GANDUS: Going back to the GI bill experience we had where
we. Put the money in and they.' paid and that increased: tilt tax

. .. . . v.". ,,. ..payment:; .
. -Governor StiAri... Ye'S.

.Mr. GAYBOS, I ani anxiously looking forward to reading that, re- .port of yours. .
. .Governor,,do you- share. my .opinion that wheq.we are. talking

,

abtint- displaced funds 'ainl the dangers- of siphonmg off all typesof 'resources, hiiman ana other resources from-the private and public
sector. is' that a fear that is unjnstified?

.:* OovernorSnArr. I reallv donitunderstand even the:basis of that
. for this' reason.. I know, if. you' start a, public Sector program it isgoing to mean you are going to,he gqig to. the money market.

: ,J
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If you have a deficit in our. 'presen type of budgeting fystem
you go: to'. the MoneY market to get. the;moneY.,' TherefOre, you would
he competingowith the private' sector: in, ettin. the bonds, . sOld end

--of t-Ititt-lsort;- think ingTth is dime to-
..stindilate:the econoniy: by itself is.ving,to overcome that pirtietilar

. A:thin g:
,I, am talking .ahout, an investment prograin to.Febuil0 areity. or

rebuild the railroadaThe 306,000 johS, fOr:exaMple, in this rail-..'read situation I am talking abont, they are. noVall out there on thewI railroad. . , '

The steel ,.'mpapie, will .11161. tliVritir... 'llcov iiveA 'eNploy'ee:4.
The electuical compathes who,arrptitting in tlfe electrification along
the track will. be 'building, that' equipment. :: :- . ' .. , . -;-

..

So mogt of the money Teally is not going:to bemoiley thatis spent
-- just by the Governinedt4. it is goii o. to be-.. inoney spent by the

. If you will recall,. in my direc testimony, I -Said over Studies,. show :
reGovernMent in the nrivatyTtor 1 -ill Stinoilate.thk; private seefor;,;:

fol each dam of ifivestritent that the,. pUblie,.sector ntakes.,,kou,:.
Stimulate alight $2.40 wOrth:of priVate: se.étor investment.: This :Is
$3.40 tottil inyestinent:that .stiniulates the growth-add econobout,,- .

$S to $10 Ai:year. ';: ' ' .... , , -, ,.°-
.i.

. Nt-So ybu -are talking,abont parallel paths hekwith tlie,p0Vate sCter. ....
mul pnblic sectoy..Moving.. ahead. *tOgett i. Iro don*ethink the m,Ohety.
market is (miner ib be'll,ffected to fhatv :teit. . :. i- ,-. . ..

Mr.' GA AMOS:. : We:. lyi:0 had before 4 ttk -. c o irrit4 tee on .nungerou
(Ice a sions. in.r.e.tietiti'oni; testinlo9v to theqtket dila 4,verv :filide you,

. make the approach you lux talking about you are taking' away ,://-
capitalthat could.he'used in the priviite-ke'tor.- -A.' .

. That sedms td be mie of the argurneitth ., most of the'..petrOe
who, ria-Ke been testifying, the 'dedicated free eiiterpriSers,, which I'.

: 'think wi all ,are hut Nye take a ' different .appiVaelt. I hm' glad to
hear piny explanation., , ' .

GoVernor, do, you share niy.opplion that. when we-provide public
jol)s. fOr' instance. in the State .4-Pennsyjvania, and your polkkcal
sulurivisions that it amounts to'inaybe at4p1argenient. of ekisffmg
reVenua. sharing. and4revenue sharing, seas to have, een enacied.'.
in fact. revethm sharlied had its. birth Wiffi the -Itepubli an admin-
istration.

. . .

Since they have -accepted principld ari now we come along
and try to enlarge it,:this revenne sharing- n kind: or :want of
a better deseiiptiye :-NvOrd. T Can't understand' the position taken

:where you woidt.1 h4.ept reveune'-slifrin.g.-silen it deals.With.dollars:
and not'aceept it whqt-1 it' deals services sfich: as, proViding ern;
ployment far a man. Ir is the Atm thing,. DO you Share my opinion?.

Governor. SirApp, I have ne.r heard iLexpreAed this way: I will,
have to give- some thought to it. T dOn't see anything:, .wropg; .with
your. logic.

Mr. GAIDos. Coming from you,.Goverii6r,I consider it a coinp1,1
ment. You have presented a veif coneise. Well-reseayched and well-
d'ocuinented. preSentation, GoverpOr.

. .

:Prior to ,your appearance .hei'eA commented and discuased your
:forthcoming appearance with-t, to liairmanItuid:tOldliiim that when
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4GI.erner §happ presents Samething it is 'going to be well docu-

,

me ted. it is gbing to be quite logical. and . effective. You didn'tma4e 'a.liar ont Of me; so. I thank you for your excellent testimonyand thank yen for being 'here.
.1 want to express My own partieular personal feeling. I 'know .'I reflect the. feeling of the committee generally, that it is 'alwaysgood to have you' coMe back. Thank you.
mr. DANWLS. Tt is my pleasure to recognize the .author of thisbill, the distinguished Congressman. from California,. CongressinanAugustns Hawkins.

. .Mr. HAwKixs. Mr. *Chairman, may .1- sivnpV apologize for myabsence on sonic urgent matters and also to exPress again publicly.what I. had expressed to. the Governor privately, and that is theGevernor has always been Most cooperative with the various sub-committees, at least those. of which I have been a member.
Whenever we were in his .State, his administration really set abenchmark for the, participation of State, Officials in cooperation withFederal officials, at least, congressienal committees.
I hope that. the studies whiCh have been referrea to by GovernorShapp have been submitted for the record.
Mr. DA-Nim.s. They have.

. iMr. HAWKINS. They should be inehided because they are varysuggestive of some very excellent programs which T think this corn-niittee, and other committees, should study.
May I simply tell the Governor that he has certainly-Jived up toall the exliectations that, we were assured by Mr. IIiiyaesAwouldtake place. His testimony is most valuable, not only because hehappeig to he. .a public: official of ene of our great States, imt *,lso_because he is a seasoned businessman.

- 'has- brought the viewpoint of the businessman'beforr;!
subcommittee and .We, haven't had too 'many bnsinessmen:-`have really felt constrained to Offer their suggestions. I think=-that added reason we have benefited by

-. his testimony before usthis morning.
It, is certainly one of the.best presenlittions I have.heiird duringall of the hearhigs for the.. past 2 years that I have liste,ned to onthe subject. of full employment.. T commend him and certainlyoffer my own personal congrahlations, which I think are sharedby--+he other members of t is committee.
Governor SIIAPP. I cer appreciate your remarks.
'Mr. HAwKi N-s. I have nothii further. Thank. you.
Mr. DANIELS. Governor, on N f .of the committee I want toexpress my thanks for your testimony and appearance here. It has'been very informative.It. ha's also.been my pleasure to meet you for'thefirSt time in person.
Governor Sym.r. It is my pleasure! to be here, and, Certainly'hope the hiformation I presented will prove. helpful in your delib-eratibos.

DA*IELS. ,Thank you again.
This concludes today's ,hearings. The conmiittee will.noWadjpu

_and reconYene on Mongliy, April 12 tit 10 .a.m. in thig rooin, 217.of the Rayburn Housigiffice, Bnilding.,
[Whereupon, at 1:25 p.m. the subcommittee recessed, to reconvene.at Menday. April 12; 197& 1 w
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FUIA F,MPLOYAFAT, AND BALANCED GROWT1-1 ACT OF'
1976

BIONVAY. APR= ,12, 1976

Hotran OF REPRESENTATIVES,
. '' SUBCOMMITTEE ON MA VONVER, 'COMPENSATION, AND ,

.HEAvrn ANO SAFETY OF. niE'CommrrrEE OF EDUCATtON AND LABOR,

.

V+ Ira.4hington, D.C.:
The subeemmittee met, 'Orsuant to notice, at 19._:10_ aan, in_roonl:..

2261; RaYburti House Office I3uilding, Hou. Dominick V. Daniels
(chairman of the subcorpmittee)' pi-esiding. _

.
Members present: RepresentatOes 'Daniels, Hawkins,. Meeds,

Gaydos, and Sarasin. , . . 4

Staff 'present : Dan Krivit, counSel ;i1Saralee Schwartz, research
aSsistant; and Nat Semple, minority coinsel.

Mr. DAN,r,s. The Snlvointnittee en Minipo" wer, Compensation and,
Health and Safety will come to Order,. ThiS morning, we'continue
with hearings on, H.R.. 50, the t'ull 'Employment and Balanced
Growth Act of 1976. , '
;Our first witnes.4 thday is the Hon. -Tani O'Dwyer, president of

the City Council o New' York City. . ,

We wish to exte to you, Mr.'Presideni; a warm welcome to this
hearing and look fo al with pleasure to your coMments.

. ..
TATEMENT OF PAUL O'DWYER, PRESIDENT, CITY COUNCIL OF

NEY YQRK CITY
.

Mr. O'Dwyrit. Thank you,Mr. ChairMan.
-First; let .tne say I-. appreciate th000pportunity, invitation and

opportunity- to be .1tere to talk abont a subject whidli is of tremen-
dons: moment to 'everyone throughout the 'United States, There _is
not a subjeet as d.qastating -as unemployment in the area ,that
live and devastating in evthy other sectiOn af .the cOuntry

W.Thhairnian, I am Paul. 'O'Dwyer, and I 'Am here to t Tify

. both -as president Of the, New -:-Yerk City Council and as
sentative -of the Fall-EmployMent Action Council,,.
persons are. Mrs. Martin Luther King and Murray Finley, .1-)*e:s-
dent of the Amalgamated _Clothing Workers,rnion.

As an elected official of the City of New'.`York; I represent More
than 8 Million' people. Of these, 10.7 percent of thv labor force tire
unemployed, at. least, that is what .the.' tefl us..

(383)
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/Iti the tipokesman here for iicks Full-.Eniployment Action Council...,I represent many. Many inOre.'-.1 believe the real ininiber of ioneni-eff.,'ployed eiry is -far higher than that suppliNI ro Us IN 4national statistu'al buFeaus. 1 11 any event. our .city's' unemployirkidfigure of 10.7 pAceut iS (VI above the.:national figure of 7.6I. have Supplied those grim statiStics b0eause. I want them to be-considered ill true perspectiyea lilrnal1 perspective. ,These statist ics'ikpmsent' mi I. li people. -each with ii-serious. liveproblem.,.The people of this Nation 'have the iriglit to work..-'I'hey.support a system Of GovernMent jstabli.shed. 'tO protect and uphold'
.their rights: 1 am talking about the real nwithing of the right to:qe.liberty and the pursuit of hoppinessAbe.fundamental tehefs; of this.democracy, 'which established the Mutuality between our system of'GOvernment and the peop,le,it'is iNnt to serve. . .The'. eOst of antipoverty programs directly 'related to joblessnessig a tstaggerin.ir titiO, billion a yeiir. while. the estimated 'co:4 of ereatTintl. jobs .(or all those_who...cam-work'is-nearly-fi third- IeSs.

TITINT;) Iwfore 115' 0 bill introduced by Senalor Hilbert H.I tumplirey. -the. dIstingikished Senator from 'Ali wsota. and Ilepre-sentative -.1.ugnstus l. IThwkilis, the' distin ,Ushed Congres:Mian-'from California. called the Full Employinent lid Balanced Growth., :Art of .1976.,
-Fills is a hill-which I wboleheartedly suppo 1 and acclaim as anhistoric piect. uf ler.rislation iii its time.Tlw: Full Employnwnt Bill Of 1076 'for the firststinw sp6iN 101,1tthe responsibility of the.,Government to guar ntee the right of allAmericans to work. This is ...it significant pie of legislation andone:flint:did -not :appear M the Employment le of,1946. 'which tbisbill proposed to amend.

. , . ..In .1946. (7ongress. passed-and President Trio an signed theEniployment Act of 1916. President Trannui said:
ynn. emplo<.ment means more than jot s. vlilues ends .as vell ri S means,:it vabms leisure a's well us worIC.,. it. values .self-developm it. as Well astiedi6ation to a common .pfirpose;. ii values individual well 1.,4 groupcooperatbm. einpl4ment meatis maximum opportunity under the Awed-Pan System (.4 responsible freedoinN.
The bill befor'p us reprsents the first step towards providing nll

.Anwricans Wit those ..rights. privileges and benefits described inour earliest dpeurnellts forged for us .bl' our politieal forebears.The' pursuit of happiness in 197(i is a meaningless .phrase to acitizen condenind by cir6nmstances beyond his control to livelife of idlenesS..What kind. Of .a life can it be if a mall or 'womanmust liVe on relief, while their cbildren are ill-fed. ill-housed andill-clad?
The meaning of *liberty Is- obscured in the mind 'of a alan orwoman Whose' uriernplo.;ment benefits have run out, whose savingstire used. tip and who is now bereft. of , even medieal coverage.

. There'is rnuch talk 'about meeting the challenge of the Soviet'Union .With a bloated and wasteful defensc budget. I believe thatthe challenge we inust- first Meet is in the development of our pcon-:only. So. that. Ameneans can equitably share in nature'.s' gift to usand the fruits of our imThstrY. A: United States with.a sound econ-
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.. . . .

Only, witjet full ,eip-plo'yinent .and decj.nt living .condttions Jor all itA.,

eitizela4,0A w:erolig,coUntiv wldch Wcibld haveenoth'ing .t.c; fear from)1 :

anv q1ZIkilrr ot the. globe. , '. ,!

*.,,..- *ten. the, n
i-

ational. will,. was inobille'd. :I_Allieadesgo':.w6 Wetk1 ..,

. -'able t'o split .the atom.. A deeade, ago ;we sueCessfully 'mobilized oui),
skills lind.. resources, toitiplace 'Denton the Moon.. If we 'now 'take flip 4

lead in Mobilizing HMI ,uation'al..... will; coil we- nof provide full .."
A.e1n1oynkentl. ... ,,...':,' . ''.. 1. .

.

A

Full eingenipent is.the etrnerstont! of, the,drive . for IShcial justice.,
-.Thepugh full' erii"Plo.vnent we can..end. the welfare cycle .and .,pyo-

vide.peophl'.with thiV.Means'% .addeve it ()per mitrition and decent.
.houSing; 'and, tp (nil] Some but of. tlalor see .urify and fear' and

,. In.
otherS out of tlildr deSprtiir. al

. . ..

, n It sloe:: ,littleood 'for ns to i:a I] at; those Who condemn, ii'S. .

,..,Lindole'fit ''if we ha ! no jvbs with.- Whielk to ,provide them.., . . ......1

:Some, radio ifc1 television conunentafgts Juice talked about the
--decline -in . Tnited_Stdes.... The....passage-,and implementation of

appropriate legislation wpuld give the. lie to those crepe hangers. '

A United Stares. which. 'shall haye achieyed full. emplovment 1with
Meaningful wOrk and decent wages for-all of its citizens woul

".be,a, societyi,nf which to be prond; one which is going forward, ,ii t
0declining. :: ..k. .,

i.Onr. present ictaCilii-fpolicy-t-nistaldnly 'correlates inflatimi-wIth
nnemployment---,calling inflation thc nievitable partner of full ern-
ployment,and 'insisting that we cannot have.stable prices. without .

,

.. sonic norinployme»t. fop. -

,

Recent history does not ,bear this mit. Jn 1953; when wy had oiir
' lowest nneMployment rate, we also had onr lrest inflatron rate--L ..4..,

less-tlmu.,1 pereenn ',. y. .-
m .

In 1968._ when economists 'pnt the inflation Tate at 4.2 percent,
econoniir advisers prescribed'higher Ma nplosment as a enre-all. The
result Was doubte-digitinflation.

And in 1974. When we had an infli tion. rate Of 12.2 percent.. we ..

also had riSing unemployment. reaelOg .7.2 percent by the end. of
the year. .... .:, .'

. .

The'yeal, ia»Sc..s of inflation lir 974" and. 1975 Were : one. the :sky.:
rocketing prices of .oil: fixed bY onr overseas and domestic suppliers,
which: in'turn. raised the cost of 'gasillinc. home heating oil, syn'-'
tbetics. plastics and 'chemical fertiliZet;sall gf. whom are derived
from petroleum. .

Two. flie. worldwide increase in demand for American farm
produets, whirh drove np our food pric.es. .

Three, the action ire.1972""of .the Fe4i.,ral Reserve BOard In looSen-.......
.dfg up the money supply.'... ' ....

Four. the inflexible.. prie+ decisions made, by hie- business id
. . .

industries where competition is more apparent fluy rea which kept
-priCes iip even when demand declined. .. _,.

. - And full employment'ninst he.,..considered .wi 1 o 1 r. desirecl
1 ,peonoTic f...voals including 1)1 o,tryaq11.for energy. titans tion en-.

spitalS,vironinenhil iinproyement, health care, ediwation. ITI
and cultural ceders. 'Fiill employment would 'fulfl.. needs .a ..
other economic planning. ..... ''.
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N4w the Con!, Tess has stepped' forward with .11, program to .prql.:vi4 ;the e'conomy wit), the stimulus necessary .to move the country .toward full emptoymnt and .T ,eoagratulate ;;enator HuMphrey and.
Congressman. Ilawkins for this: prógressive move. i ,

1 The. Federal Reserve 'Systeiu should be require41 to justify to the.President. and the Congress.. the manner in which- its' policieS con-icerning interest rates, the inOney supply, and . availability -of credit, that will help meet the -hirgets and objeCtives that are established.The Full Eniployment and. I.alanced Growth Act of 1970..is ageneral ecdnomie 'policy *bitt.'-ft would establish the procednres° andinstitutional structure which would require the President, the Con-gress and tile Federal. Reserve. to develop anst act on the nationalgoals and priorities for:full employment ançl balancM .economicgrowth,
The major focns'of the Ili]] is on the cre ion and Maintenance,of job opportunities in the normal opeiat.icThs of the, economy.If it pasSes it will mean that:the Federal Government shouldoffer substantizil..help ,tO .private. enterprie to turn flole

." into productive w6r,kers ankact as 'an employer of last resort..The- Full 'Employment Ind i'planced. Growth .Act of 1970 seeksto utilize the gOVerninmt m the fulfillment. of the promise for full
employment:that it Made ,31.1yearS agp. in the 1946 'Employment
Act. The bill's central 'thrtist is' the elear,uncomprOmising rioht ofevery American to obtaitki',cinplpyinent: It conimits the FederalGOvernnwnt to ptirsue rvery fiscal, monetary and other mettsureneeded- to insure.' thift such lob...Opportainities are provided.. Weheartily endorse it and pray forits enactment':
'Mr. DANIELS.. Mr. O'Dwyer. aS ,ehairman of t4e subcommittee.t.Iwish to expreSs my thanks to you for a .'vety .ffne statement...The

MeMbers 'of this subeommittee woUld Ii,ke to ask a 'few viestions. I
have.nmpared :onie..ince have furnished you with a ro.!y of the' .questions T prOpose to ask. s.

As City Council president (4 49ne of our conittrY's. largest and
most financially burdened urban areas,- do you feel that ,N.R. .50would prOvide coustructive yonfh employment policies and, if.enacted, cOl'ild help your'.city Meet its current unemploymont neeg?

O'Dwtrn. -What we haye, Which is basic to our probleMs,
the.',Iiigh- degree of unemployment. We 'have over 1 Million peopleOn the relief rolls, allowing 'for a number Of those to be the verytld and the, very Yonn7. We find,..that more recently. those whoseunemployment .has run out art.onto our relief rolfs hs well.

Obviously, anything .that would create empkoyment wouold greatlyreduce that:: eVen though our particular share of, the; total fmrden
in the city of New YOrk is 25 percent. When you have'thatnumber ,of people unemployed add on relief, 'obviously it ,is a staggeringblow:.

. ,WoUld . say' that.' our problem is our tax base which' has been.
p-teatly rediultd by the flight from the inrie'r city to:thC suburbs,
also the liirhi .degree of unemployment in flu: inner city. If one'were cured, obviously much 'of out financial- probleai wOnld besolved.

Mr.' DANIELS, You state on page of your statement that the
city of New York is suffernig fwm 10.7 percent unemployment. and-

, h,

389



.-..s.. 387
,.. ,

.

you .- just. tne.ntio5fier1 - -that you .halw aptirovirnatelY 1. million people
.. on relia.,09 713ii think the policy enYisii-ihed in section 20:i of this.

.bilL 'dealing, With youth employment poliCies will. eirectiycly deal
-with.the problelns Vou aril+ experiencing ix-New york'clity? .

Mr.,'O'D41r..n.."Mr. 'Chairman, I must tell youl tharThat .10.7 perl
: .' celit is, whittAT- of7.froili, the statistichins. Iwour :area, we' have as

'-high aS :50 'percent nnemPloyinent iunong young' people. Obviously.
there Ls a-. necessity, wlien they come jeaming out of .the --schools,

aprivat& industrw'c,annot absorb them. There rias .to be some action
-taken...by the' Govrninent to fill the gap for .at. least that portion

'.of the tillle. That is One of the things I like about tthe bill..., _
It is broad 'enouidi- to envisaoatanv kind of relationship between

. ,-. t,. ..

indlistryjand ,!:,Orseritnient .to helP to cut- dowii the. Unemployment-
vate-- and-dp the:miqiy things that Spring front that. I do.nOt believe.
We have .a 10'.7. percent. unemplOyment tn' the city of New York. I
thiiik we have 'a 20- pereirt unemploymene-They do not count those
who have -been,pft .onemployment. They. -do not Ohne the young
people who have Co114 put of the schools. ..

. There is a .whole group of other. people that have never been On
fiVreills. We hav tp fack...up to that fact. They are how no longer
on any other payroll, regiStered or otherwise. ' , ... . .

Mr: DANIELs. The seniOr cisizeiA who work part time, those ,)yho
have- become.. disefichanted in. reporting to the Pnempioyments In-.
surance Office: fallinA.Out o,f the job market.- .

Mr. O'DwrEn. We have that, and another,'problem: Illegal aliens, ...

all of these things.' .
.

. . .

Mr.. DANIELs. From where you sit, in the ofbeial govecnment of
the city' of ,New York,, Its Council pipsident, 'what dp -you think, are
some o'f the greatest.barriers to reducing unemployment ?
\Mr.. (YDwrEtz. In the first, place, the inflationary spiral that we:
lave (gone 'through is one thing Ilia,t is probably more reaSOn for
it than apy 'Other:. The fact that we have no real job opportunities,

...- po creative job opportunities we ("2am foresee, we have no Govern--
ment nssistance in marrying the- private and public sector together
-and the creation pf ialw industries,.the search for areas where con-
sumer ,goods aril ,needed,--there are many, areas where consumer
goods are needed.. . .

....
No way Of fipltEing our-where that takes place. and helping to

create hulustEy in *Se areas. These are same of .the things' that
bot her Us. ,

, Mr. DANIEL:4. Therefore. you betieve that the .provisions in.this
bill. 'prolzidi,n!, for a. stud.i.- of thetmetnployment situation. ProViding
for greater productiou sfudies macW.in this area, Will be. helpful.

... Mr. OrDwl:En. rt. Will be extremely helpful t'o.us. .
.

Mr. DANIEL:;, Mr. ((4)wyer. durink the 'hearings on this bill he-
-. fore'thiS subcommittee.'*ve heard some --witneSses say we should not.
establish specific numerical ,goals for unemployment such as the 3-
percent unemployment rate envisioned in this bill.

Do i.-ou agree with those Views?
Mr. O'DWriut. Mr,.. Chairman. it all' depends on Whose ox iS being

gored. it all .depeads on whethei or not you al/ the one talking'
about it. or ofie-of the 3 percent who is uhemployed. Three percent .
means over 2 million Americans who do.- not have jobs. We just
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have to take up the case .a, any one of those.. Are they not entitled.to Abe .protection of the law and protection' o'f our eeonomy? If the
ecomthry (lags in Some areas. is it not nesessary thAt a bill like

. thiswould: lat.. imlmrtant to try to bringabout Some incentives to indps-trY. the relationship between government iind industry,l; absOlutely-.
...1-necessary.

-61;In the natuyal How of things..we wonld have a certain finifount of° unemployment bevanse of seasonal work. I 'am npt, talking, aboutthat, thai would happyn -To sliggest that:we .condemn.anybody toa 3'-percent tigui.e. (")f unemployment is totally ont of context or the
basiv..d(ccuments of our countrY,,:. .

.

,.. Mr. I ).%NiEz.s. Do you believe it can be achieved within a ptriodof .4 vent's?
. .. .

.
, . .Mr. 0;Dwyrn. J Would', not- In' SO presumptuohs 'as to hazard. agues. That. would lake more ',in formation, more Irackground, than.I I msseSs. -. ..

. .
. ...,' Let us assunte that we got moving in that direction soon.. The .sooner we get onto it. the sOoner we Will be able to accomplish .it.lt, i.; something',that can- be accomplished: the time situation is

soinething else. a!rain.
Mr. I YANIELS. At a hearing held by this subcommittee last. week,

Federal Reserve Board Governor Charles' Partee left that- if Fed-eral public, .emplol'inent programs paid a wage under the .Davis-Bacon Act or Fi.deral minimum wage, or State or local minimum
wages. or the pr('vailing wage in State or local (rovernment.. peopleworking li.; in the .private sector Would 'e enticera to leaving their .positions in the private' sector.to search for higher paying jobs.Imblh... jobs.

I )o A.011 have any ionghts on this point ? ....-

Mr. 01)wyr.n. do not follow them. Frankly. I do not see that. as a logical consequence. People who are in :I COrtain area of thecountry who are involved in shaving fair. wage. are not. likelypto start
moving someplace else where jobs ar in the public sector. I doubt.-that that Vould hapPin: .-

1.Let us assume that you would have some mobilit:y. I do not. seethat as being a great barrier to what is proposed or surir(rested.
'Frankiv., on the basis of our experience in New YotT from theFodera l' Reserve System. I am inclined take issue with a certainamonnt of doubt whatever information. whatever prdnOuncementscome from them. We have had a situation where the head of the ,..

Fedend Reserve System has said at one time, when we were in mir
dvpest. trouble, that he Would not recommend our paper tO any7.body (Ise... Ton' know: I thought, that timt was a rather outrageous
Huhn!. to -roime from a.- lread of a Government agency as important

.as the head. of- 'the. Vederal ReServe SysteM.. ,
..Thar,.. in . effect. caused us as mulch difficulty as any- single _factor.

Let me say, when they (rive ns soMe ideas a their _concept o`f what
would liapiwn in the labor 'and economic. world.. I hal",e to accept it.with a Aain of salt.

.

.

I.
.

, Mr. DAxnas: Mr. O'DWyer...-yesterdav I had occasion' todisten to...:, "a, TV program. Face the Nation.- The guest was a well-known- and
'prominent econoinist. Walter Heller, whp publiely expri,ssed his--. 7...,.
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,support for -.this bill, and be-said, 'of, coarse it should be tightened:

I wonder, do, you ap:Prove ethe bill in itg present form, or do
. .

you have any suggestions or. 'recommendations to this Committee?Mr. O'DWYER. I- am quite certaim given the meribership-Of thiscommittee, that no -bill that ever koes in -will come -out the Same asit went. in. I am sure that it will thidergo a great .deal of4tudy.There will be a lot of 'people ,who, will 'make contribtitions toikqtrdsuggesting changes in connection with it,
. 04. have not gone that far along the liii e. to be able to say that thereshoidd be an ImpTovement,in this area or that area. What I 'sayis thaOhe concept is right, t4 tightening-up process, .the changingprocess as long aS- they dg not Change the general, intent.. I. lived'througfi one depression. I know What happened .at a time wtien itwas necessary for us, when we adopteq the laissez-faire poliey, wewent down the drain. We went dOwn)sq far,that the farmers--Many of von do not. remember; I do---when the farmers had, shOt-guns at die banks when they were foreklosingon their farms. Theywere not just rude people unrelated to the American past: Thesewere people who were steeped iuto the antiqUity of this country.:I sincerely hope 'that that situation in av other levet, -even inurban New. York, rural Nebraska, will nev-er,tappen again.This is the 1-4nd of safety .measure that will prevent it- frornhap-pening; because it stands to reason that the -Nay we are going now,vre are headed for dithster. At what point it omes, ChairmanDaniels, J do not know; nobody can tell. That is the direction (inwhich we are going.

At what point do all of our resources, the 'private resourdes.of theAmerican eitizen, give ant? That,is..the point of despqation; thatiS the point where, the 'farmers march again. I would sincerely hope,while we still have time, that- this kind of bill be given seriousconsideration.
As .1 said before, I, think of it as a Very Listoric document:* Itmeans it is pointing the way for us. SitvatiOns have changed be-tween the 1D30'samittiow. The.remedies' that we had at that timeare_ not the reMedies of today. ,Things have chano'ed, our attitude,our .viewpoint, our. outlook has. changed immeasuraly. But this has

.the significant ingredient of recagnizing the problem, moving in thedirection of Federal interventiort tó give us hope,that we may beahle. to -survive if something- like this is happenin,,.. By the sarnetoken, if .it does not happen, I do not think anybcidy needs . to be- .a fortune teller, t soothsayer, to say. that we are in tremendoustrouble in this country.
...What has happened in' my city is symbolicrslt ,haSharipened in'every other towns It happened in every -Village, an& town that -ha& ,a school bond to sell: Everyone .of them across the..countrY are. pay-big higher rates of interest at the moment, some 10 percent, 11 per-, cent-Lthe, soundest inv.estment in' the whole, wide world, paid forby,-the people you lalow down the block, in, the neighborhood.We are not really talking abont large cities, we: are talking. ahOntrural qommunities as well- That is merely symbolic of the disease.Unless we recognize it and move forward in something like this,I
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we are in for serious trouble. It does not.make. any difference. which
Administration is n Washington; that is not .g-oing to change the
situation unless .we have the. economy and Government work together
to imiko certain we are able to settle the human problems of the
people.

Mr. DANIELS. Mr.. O'Dwyer, on the behalf of the committee, I
would like to thank you for your appc;arance- and testimony.

I .now recognize the`gentle.man from 'Connecticut, Mr. Sarasin. Do
yon have, any questions'?

Mr. SAEASIN. Thank yon. Mr. Chairman.
Mr. O'Dwyer, I too would like to thank you few yoilr testimony

this morning. In one part of your statement, you mentioned, the
focus of the, bill is on the creaiion and maintenance, of job oppor-
tunities in the. normal operations of the economy. It Says if it passes
it Means .the, Federal Government should offer substantial help to
private. enterprise.

What kind of help do you eni,:ision? .

Mr. O'Dwyrn..Let mo give you. a, t3,pical .example.of what I
meanb from thee Federal Government oh what we are doing in New
York City at the moment.

The. Commodore Hotel is a place right in the center of town.
It' is partly owned by the Penn Central. They are in bankruptcy,

'so we, are owed about .$0 million in taxes we cannot get. "We, are
in a bind in this respect, so we haTe before myself anti4)ther members
of the Beard of Estimates of the city of New Yerk±.I'.also.serve

. as, a member of the Board of Estimatesthe 13oardi,ef. E;s_ti,mates
passes .on, problems of that kind.

The proposal we have is for a private Wilder to'coine'in,ebuild
the Cotnmodore'Hotel at an investment of $100 imillion'te.$105 mil-
lion. We. give him incentives insofar as tax -abatoment is concerned,.
oh, for Probably the next-50 years,, starting out with a small amount

. of taxes, then bringing him up to what, he normally would pAy for
the increased value of ,the property. That is OM kind of incentive.
Tax abatement incentive would be one.

The other thing would he using the facilities of Government to
find out where it. is that a special prothict ,is .in short supply. I
do'not think there is any American who has 'not gone to the store

. and asked for some merchandise that they need which is not there.
Why would that bo in an economy? That is what I am talking

. about: .a variety of incentives that took place before that / think
we can -Utilize. affain.

Mr. SAJZASTN. ..'You did mention that you thought the qnflationary
spiral was the, :greatest cause of unemployment; as I understood you.

Mr. O'DWYER. Yes.
. .

Mr. SARASTN. Yon pointed out some of the reasons fer prior in-
flationary jumps in onr recent history. There is, I think, a signifi
:cant unanswered question, that is as to the cost of this bill and the
effect that it will have, on ihflation.

I Wonder if you have any .comments 'With regard to- the cost of
the bill?

Mr. O'Dwl-En, No, I do not, but that, has not been spelled out in
the bill itself: T am sure that considerable inquiry would be in
regard to that. It depends on what school of thought one belongs to:
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04.,thing,is'e hay.to reject is that unemployment cuts down in-
flatWbecause historyit sounded logical, truthfully when we firstsaid it, you Say if you increase unemplOyment, then you do not

' have the Money to spend. If you . do not:have the money to spend,
'then, df course, inflation will be reduced by that amount.

It is simplythat was too siinple an answer. It obviously didnot work: We had a higher rate of unemployment, higher rate of
inflation as time went on. The spending is something that is peculiar
within the. Congress to make that dekermination, and I would sug-gest that there is notkinawell, one figure that I .have heard was
that the tost of this ineto put people to work would be one-third
less than that of maintaining people idle. .

I have, not been able to check out that figure. I do. not kno*whether or not it is true, but it haA come fromjairly reliable
,economists. I assume there is somethinii.to it.If that be so of c irse, the cost- of this.bill would not, in any*way, be regarded as i flationary. At the same time, it would mean

that people would be e ployed.
.

.If we a& to pursue that, the logic of that, that if we spend
, Money it AV .5:ause more inflation, then we have to come tcr the
other co:inclusion...that people working cause inflation, therefore peo-
ple not Working would 'defeat inflation.

.We are back into the same rut that we.were ihto before, that hascaused us to be in the trouble where we are now.
.Mr. S,AuAsix. The economists who have testified before us.have allexpressed great concern about the' prevailing wage aspects of thisbill, as Chairman Daniels.mentioned a moment ago.

As I understand the testimonjr; it points to the 3 percent-unem-
.Ployment rate for every group of individuals over 16 years.of age.
You Are talking about an awful lot of people, at tremendous ex-pense, but as you get to the public employment part of this bill,
the employer of last resort section which you must get to quickly
because the other sections of the bill simply are not going to pickuP that kind . of slackyou are then creating an extremely tight'
labor market, competing very heavily with the private sictor an&
with Government itself, which will lead to wage inflation, which willlead to price inflation.

Every one of the peOple ho testiged said this is not the way togia. If we are talking about an employer of last resort, we should
talk about some ptogram with 'a disincentive to remain employedin that aspect of the program, to get people off and out of thataspect.of the program.

I wonder if you might have any further comment on that?
Mr. 09D \MR. CongreSsman Sarasin, "I do not, envision -things

happening that fast. It never did before; it is not likely to do itnow.
I do not think tomorrow Morning-that the Government:will hireeverybody that is unemployed;:tven if they should wiSk to, theycould not do it physically or mechanically.
Mr. SArinstN. The, bill has a deadline of 1 years to reach that 3

percent. I have extreme reservatioAs about the wisdom of this bill.
Certainly no one is against the concept of full employment, to get
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as many people back to work- as possible, ,and I think there ure
many short terni programs we can get involfed in to do that., .

One of le other comments that has been made is, as you-make
vathible

..

people into t e unemployed ranks who were not there before, simply
"a elittively high-paying job, you are going to be draw.ing

because the Government is going to provide you a job thtt pays as
well as any other job in the community.

You are drawing from this 9 to 12 million group of people who
might Work, but are not even considered unemployed and they do
not consider themselves unemployed. .

-.....,Mr. O'Dwl.'Ea. With any other approach, you would run into
difficulty. Trade unionism is a fact of life, in practically all of the
country. If yon are going to have depressed wages-over here'in
Government service it would mean that ultimately there would be
competition in Some areas with private industry. ,

If you are not having the same warre rate w,ith respect to both,
it would seem to me that you ar91 tadermininb- pritate-,industry.
That is at least,,what it seemapd the surface (if it now. I cannot
enviSage ii-Tis it/would finally Work out.

As I look down the road, that is what-Lthink would be likely to
halipen. It would cause a lot of unrest, it seems .to me, if yon did
not have that prbvision. .

.

Mr. SARASIN. If you are paying the ,prev ling wages you would
find yourself in direct competitimr-ifith.pri te industry and.having

_

the taxpayers try and pick up this furifendous slack.,

Really, Who is going to be left to pay th'e.tax6s? .

Mr.. O'DWYER. Obviously, the purpose of this bill is not to create
trouble for private indiistry that is healthy, because th'at would

,certainly be .defeating. The'putpose -of-it is to create opportunities
which do not injure any private industry now in operation in making
-a profit and paying taxes.

.

I would think care would be taken with respect to that.
Mr. Sinnstx.We have had testimony by proponents of the bill

,..^ who say that Government: should get into the business of doino. a .

lOt of the construction that takes place in thiS country. Obvimay,
that would be in competition with the private sector.

Mr. 0113wYEn. I would not envisage that. The Government. itself
canna' go out and hire the foreman, it cannot go out and 'hire the
superintendent, the safety man on the job. It cannot hire the steel
men. Tltey would not know how to do it, frankly. They woulehave
to hire Contractors for that, they, woula have th get contractors for -.

that, contractors who are capable Of doing it properly.
If I see anYthing down the road in this bill, j would envisage that

they wo lykl. find areas where there wipuld be a necessity for eon,
structionWhere there is a, 'need forit..

I think7;in certain areas of tj-m4ry, there are- v schools

out and fin nce it and do &nnethri.cerAtiOut it,to get i moving. .

1,411.
that need to be constructed. I (1,0,;0'ot'elittisage public w rks'in going
Out and b ..lding the school. rnsgurrithat they woul contract that

There m Y be bridges to be builtI6ver fivers, a lot of things. Rail-
roada are in bad shape and bad need of support and help. I think
it .is. in these areas where the economy could be helped very much

.

by our efforts.
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I seeAt working out to great success._,,

/SARASIN. In your view, .you woMd asSunne,- once these nee1s
are identified, the railroads or bridges or whatever, that iherivryte /..

is sector contradors and theirsemployees wouM be,hired td do*is jOb.
Mr..O'Dwrfut. They ;Would by hired to do the job-if that *eft the

best way to do it. I would say that, is No 1.
.If there is an area,finally, where4ou still have a .nuerof

. people left over, then I would say the 'Go\erin nt asffii last.
resort. ' r II think, that, is the merit of this'bill, as -I have read it. .you do
not gre_/) to the-government Until su,ch time as you have exhausted
eVery means by, 'which you can stir up the privateeconomy,

Mr. SitstsiN. GO'Vernor Shapp of Pennsylvania testified before
us last week qua_ta.1, ked about the need to rebuild the,railroads. and
all, of the other things you are talking about.

His view, as I understood it, swas for the government in that
position, having the people work for the (rovernment to do these jobs.

Mr. O'DwYEa. Frankly, I think that'' might be rather Wasteful
and I would not agree to that.4 think .it should' be -done through

I private industry because the skills are, not .something you can ac-
quire overnight. I do not think possibly you can get any government
agency to do better than to make the arrangements'on what (the
necessity is, also pass judgment on whTi, happens to the railroad.'
when they are finished with it, whether or not if .serves the peoPle, .

whether or not it serves the comrnunity, not just 'merely a handout
to the railroads either. I would not be in favor of that'

Say, for instance, a railroad that should not be discontinued
because it serves a Whole group of .nmnufacttirers. That is xhat
happened to us in the 13 Eastern .`States- when New York Cfttral
and PennsylVania went together. We knocked out more businesSiviA *
that merger. I happened to-have-spoken against it, representing one
of the trade 'unions. at the time for the InterState Commetce Corn-7.,
mis4ion. We did more harm to the.American econmny, particularly
in the M Eastern States,.by permitting that merger, than anything
that has happened` to us through' the history of. the Nation, through
th e. history of_the Republic.

Mr. SARASIN. I appreciate your Comments. I agree with you. -;,2f.You also pointed out, as you see the :bill, the employer of last
sesort siection is really the last resort part of the bill. We have 'had ;
some testimony by edonomists that you get there very quickly as the.
other mechanisms in the bill really do not satisfy it or get *vo.0 to`
that 3 percent goal.

.

We }tad testimony froth an ecohondst at MIT the other day. If
we had loosened up the, Monetary policy, which appears to be the
first direction in this bill, we may have gotten 5.8 .percent une
ployment. Instead of having the present 7.5 percent, wd might ha, it.
5.3 percent, . --He thought' we should hayG,. loosened 'Up the thonetary policy.' '
He also felt. that we, would .be. as concerned -about 5.8, percent a.4. '
7.5-percent and we would he disCussing this kind f bill. All of tht.-
other programs in the .bill, the make work, apparently dounterti
cyclical prograrns.cauld only iiccompiish another percent. une-
ployed. You are still left from 5.8"percent to 5.3 percent, :2.3.percent

1
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You also pointed out, as you see the :bill, the employer of la
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7.5percent and we would he disCussing this kind f bill. All of ti
other programs in the :bill, the make work, apparently doutte:
cyclical prograrns.cauld only liccomplish another .5 percent. min
ployed. You are still left from 5.8'percent to 5.3 percent, 2.3 .percei

396
1N.



that must. be 'picked upThy the_ employer of last resort, that being
the Federal Government ankof course, the taxpayers to the Federal
Government.

He felt that .wa's.a tremendous burden. kr
Mr. O'DwyEu. I do net"really knov whether te really knows

.that or not. So far, the economists I have beard, thqrhave not been
right often enough so that,1 can accept' theirivord. .

Mr. SARASIN. I would accept' that it i. an imprecise-science. 'It is.
this man's field of special intdrest.

Mr. O'DWYER. I 'would go so far as to say it is not a science at_
all, based on their predictions.

.Mr. SA.RASIN. One of the thpi we 'can do is look 'at 'what .we
have'dene with Government pr s. We institute, these programs .
in the job. sector, pointing out t int for every dollar spent we can
save, so much money in welfare and -so on.

.That is not What happens, in our own experience: Vhe job pro-
grams passed 1);V the Congress have hot taken people froM the un-
employment rolls. They -found they were taking- people iron; State
and local government who wre, not unemployed and moving them
from one payroll to another. The effect is something less than 'a 25
perdent impact on all current 'welfare recipients..

Mr. O'DwrEn. There is a lot to what you say. There has been
a lot of waste.

As president of the city council and member of the board of esti-
I have gone .over ,some of 'the§e.things; we have to pass on

th;.,. I hava sent people' ottt to chectir them out to See that we do
npt pay unless they actually earned it.

What happened was, we went ha,lfway through and stopped in
the middle. The poverty program was meant for one thing; by the
time it got part way, we, changed our whole approach and decided
to do it in half measnres. You-cannot do anything like this in half
rdeasures. If this bill is reduced 'to a point where, its objectiva are
interefered with, I think that it would go' down.the drain like every
other program which you really do not make up your mind on what
your objectives were. Then you proceed to do4t...,

e withdrew .from half the, poverty prograins. We found some-
thing .wrong with the managers, so we condemned the .programs
instead of taking the managers arid Throwing them out and con-
tinuing with the program. The programs have for their purpose,
particularly these, programs we are talking about, been a source of
genious in the, American pulilic that we have not tapped. That is,
when we aro able to utilize the best brains in this country and bring
it to certain point, it all came to a stop 'becanse we did not give.
it Fin opportnnity to rise, up.

Actually, With all of its faults, it did produce a number of people
and brought them into public and private sectors that otherwise
might have been condemned to poverty for the rest of their days/
The statistics are replete with that.

It bad many shortcomings and faults, it certainly, must be ad-
mitted. I would hope that we, wduld really give our minds to this.

The point that I think is die thrust of my talk in connection
with this is that we utilize the necessity for eliminating unemploy-
men, number one. That.is the eta
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If we have the talents in the United States, being able to split
the atom,- do the wariety of things we did when we -wanted to do
it,- if you had the same kind of determination goverhmentwise;
and an of these things were 'done by government, if that were to
take: ptace and we were to use The same kind of determination and
energy, we can wipeout unemployment. There is certainly nothing,
about it. that is so impossible.

.These are ways of doing it. By all- means, if there is an -amend-
ment in connection with it to bling that objective about, that is
fine. If it is goitg to injure a segment of industry, certainly we
ought to be careful about that, because that -does not help the
situation.

It.-seems to me that is why I hesitated when the*Chairman asked
me if I had any suggestions with respect to how to improve it.
That: is a tall order. I am not competent or want to move in that
direction. Certainly somebody is there that is able to do it, the
&termination and minds the Congress in connection.with it. Besides
that, we have come to the point where- we can no longer really,
pernift t1.4ings to happen while GoV.ernment, yogi. Government, .43T
GoVerhment, the goVernment.of the 'city of New York, the goVern-
-ment of a local village, figures it is none of their--business. It. is-
their bumess. The, welfare of the peopli is our bUsiness and we
have to give .whatever attentioyia neclegsary in order for us to
accomplish -it.

Mr. SARASIN. I want to thank 3 u very much for your.statement,
Mr. O'Dwyer.

Thank you; Mr. Chairman.
Mr. DANIEI,S. I recognize, the gentleman from Washington,--;Con-

'gressman Meeds. Do you have any qnystions?
fMr. MEEns. Thank yoik very much, Air. Chairman.
I. appreciate your testimony, Mr. O'Dwyer, and was particularly

struck with that testimony on page 4 which says, "Canino- inflation
the, inevitable partner of full employment and insisting thPitt we can-
not have stable prices without some unemployment, too"then you
go on, whieh indicates to me that, you made a closer study of eco-
nomic conditions than simply reading the front pages of the paper
or editorial opinions where we were continually told that the ,major
cause of inflation -or upward trending of prices would be full em
ployment, or to putthat in the reverse, full emplOyment would
mevitably result in inflation.

agree, with you that those two . are not necessarily self-induced
and I would ask you in your opinion-, if there were a number of
other things that were 'much more- responsible for the inflation that
we suffered, particularly in the 1974-75 and present inflation period,
more so than full employment?

Mr. O'DWYER. ConeTessman Meeds, T got taken in by that induce-
ment, lower inflatiOn, if you haye unemployment, I thought maybe,
there is something to that.

Mr. MEEDS. T think WA all did.
Mr. O'DWyna. When we set our national goals at G percent unem-

plovnwnt, it was a horrible, thing for a country to set a goal of
unemployment. That is to say, you take your/ own citizens and
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condethn them to imemployMent. If that is what is nece4stru in theminds' of the great ones to destroy inflation., so the people accepted'it, then found out that it wa,s prophecy withopt merit*
Mr. MrEns. Indeed, just the opposite occurred; dielit 'not?Mr. O'DWYER. Precisely.

, Mr. Mims. The increase'in unemployment, inflation alsoinc'reased.Mr'. O'DWYER. Whether or not there .is a relaticinship or not,certainly the relationship is not between unemployment and defla-tion, that is for. certain. .Whether or not the opposite' is true, isanother matter:
You asked about the other reasons for inflation. COngressman,1 day, 10, 12, 14 leaders in the oil industry sa.t around a table an.thev, told us that we did not have enouglkoil in the conntry and you..and I waited alongthe,line until we perhaps got 2 gallons of gasat this place and that.place, .all phonyfraud really, no questionabout it at all. In the course of another monthactually, when that

was happenine., out in New York 'Bay the tankers were.lying out
there waiting Tfof the pri.&s to go up.

We were told it was the Arabs. There are Arabs everywhere.-Sowe got to the pointnow, what has that done tO us in New. YorkCity? It has taken, where we ha've large, multiple dlyellings
a ,gallon. of fuel oil cost 20 cents, now it costs 60 .cents. It gteanp
many of these'buildings are abandoned because the real estate peoplecannot catch up fast enough without gouging the tenants in order toget the money.

That is what has caused a great dqal of it. Nothing toll°, certainly
nothing to do, with employment. 7

Mr. MEEns. You would believe that tit decisions made by bigbusiness, as you put it, which indicated that they were cornpetitivedecisions in some instaffces were not very competitive..decisions andthat this, at least, was tis great a factor in regard to Unemploymentas full employment. 4
Mr. O'DwYER. They were all joined together, in a sense.. One .created and raised havoc with the other. People who had to meetthese additional costs because of the increasing oil costs had to layofTit caused unemployment.

,What caused the, inflation? Certainly there are many causes forit. The one that really brought, it into prominence was the fact herewe were, a nation of 210 million" with the greatest uniVersities, thegreatest health facilities, the greatest hospitals, the greatest every-thing. We could not stop some 10 or _15 people from ruining our.country.
That is a sad eommentary, but it is a fact, a fact of life.
Mr. Maros. Would ynn agree with me that particularly during

periods of time, in which decisions are made which subject goods
and services in this country to less than a fully competitive decision-
making, snch as the oil situation that you just recited, that if youadd. to that, unemployment, whieb inevitably decreases the supply,that, you are adding fuel to inflation tather than reducing it?

O'Dwym.. Indeed, it is time. I agree.
'Mr. MEEns; Thank you, Mt. O'Dwyer.%
Thank yOu, Mr. ChaitMan.
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Mr: DANIEL& I recognize the gentleman from California; t
Coauthor of this bill, Congressman Hawkins:

.

Mr. HAWKINS. ThanOkA, Mr. Chairman.
.Mr. O'Dwyer, I wish t7-4eoininejad you on your yeryi.excellent

statement, but I think your comments made verbally, lipart fromyour* stateineni, have been more siknificant ,than the statement
iself.

First, I.:.*quld like to ask you a cinestion With respect' to- the
difficu1ties4hat New, York City,-amono. other "cities, lias experienCed.
Thbse.wlirrbave been mismanaging the economy since 1909 in creat-
ing four separate, recessions, th6 last one being the worst, orue that-,
we have had since the Great Depression, have accusAl
of being in. fiscal difficulties because of mismanagementl -

Would you care, to comment on whether New Yorlit difficulties
are dne basically 'or substantially to mismanagement, and if not,
what-would you Sity .has been thYtilef-causes et your Effie-Wei?

Mr O'D'wrEn. Some of the causes were because we theughtire
were the'FecleraF Government. We thought that when people 7ere
impoverished and' people were down and out that we -'hgd. some
obligationsi. We did not have the control. of the econOmy to be able to.fix .that up..

When Ne*Yprk was founded in 1625, the first-Dutch ship wits
the Comfoiler...of the S'ick the verylfirst,ship"that came. Based'on
the traditionSlhitt we inherited from our very earliest founder4 we
have alwAys ha.d.2, feeling that .where ineqUities rre conterhed; we .would try to do the.best`We can.° , 4 ,

A ,We got 'a lät,efsFederal 'funds for thal. Onk dpy Arne of the
Federal fu4ds were withdrawn and 'people got,,act.uStomed to goingt,
to city halkto,deinand their bights because we Were processing the
various ag,enedes that ,were bringing about some 1;elief.

We had a ttractive .city. We ,are inclined tbe boastful, andwe had aie , w4ei h people chine frônf idi Over; thei country, notonly all ova. the 4 try, all over the world, and it wa very diffi-cult for people tb c er 'from a rural, community and o1he into ourcity. At file same tiine, especially V.you have a -national policy of
unemployment, you immediately cUse trouble for that particularcity.

We have to cut it oat, -we have tie change, and we are changing.
We had to eliminate some of the social programs that We felt was a
part of our work. With thee State Withdro4tg its share, with the
Federal Government withdrawing itsi.shere, we found we simply
could not deal with it any longer.

By doing. that, of course, we inevitably have to witness great
distress and great difficulties, lack of opportunitylet me give youa typical example.

We atteMpt to provide an education, because that Was a part of
our tradition. Given an opportunity, the taxpayers paid for educa-tion for people who got educated, went around the country and
helped other communities.. Of our graduates, only 10 percent were
absorbed locally. We did not simply say, we have to get.a guarantee
from you that you will supply the State of New York with the
services that we paid far. They went everywhere.
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Our museums were available to people. As a matter of fact, people
from all over the country came to see them.

We try to maintain them,,.and most ot them are.maintained, by
private grants in the private sector and enddwments. We have to....
take care *of certain portions. We were in that kind .of mood.

NoW we have, of course, our educational faCilities. We closed down
2-day colleges from the poor section, of the stown. ;We do not have
total control. We do not have any control over the policies of the
board of higher education, by the way, which is-mn internal problem
we have, which I certainly hope we will be able to correct and luive
them elected one of these days. Therefore, they Can make whatever
policy we want..

We have that kind of a problem.
We 14, a problem with education because' of the fact that we

have. a 'stem of keepine the educational organizations out of
pafit46p. t 1-s7itri .1/i-dependent body. Our only .. function is te give

. .41 fikone*Thast Ntas supposed to counteract, political interference

Vpr \40gmay Say abolit the evils of politiCal interference
iuq& 41thelbel(er part .of a, you aii create an authority that,.iies,jV 21.1m julipent nd is not- responsible te the people for its
conctta4 df 'course imme, surably worse. .. ,
. So these are some of the problems that we have. Some of the
problems- .caMe from the fact that we found tlmt our credit was .

exceedingly good. We were able' to take, instead of Hying 'bond is-
. sues for 10 20 years, we found that we could, avoid it by having

short-term 134Vrrowing.
That shor ");ri borrOwing got to the pointwe never had any

pioblem getU4Ioney. All we ha,;(1 to do was call up the banking
institutions it4 Pie cheek was delivered to us in the afternoon.

One day t1J banking iNtitutions said, all of 'your short-term.
borrewing, we, want it tomorrow. And it would be, Congressman,
like someone -in your constituency had a $25,000 mortgage on his-
house for 15 years bu l,. the hank said wehave to have it all next
year. That is tJrecisely the Sitiiation with us:

We. were-. lax. We .extended ourselves in the .city, of New York
because 'we. had a tradition. The fact that we cannot live with that
tradition anyinore is a-reality' that we very reluctantly have ac-
cepted. It is for .thatreason that .we are now suffering as .we are.
To suggest that it waS' because, of mismanagementI. can teT1 you,
:our management was as good- as General Motors.---I am not sure
..how good that was: I will take the. whole private industry and say
we, matehed them, one'for one, our city, with respect to these other
people in priVate industry.

Was our management good? We got into difficulty. Take a look
at the bankruptcy %courts and find -out. The largest institaitionS in
the country have had some difficulty. The, others, I read in the
paper the other day in the financial column that the 10 largest.
banks are in difficulty. We, are.in good company.

Mr. IIAwKrvs. Are, you saying that your difficulties are not unique,
that they are, in some way related to national problems that have
arisenas a result of certain e.conoinic policies?
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Mr. O'DWYER. Congressinan, I was a lawyer ih the civil rights
field and it was my obligation to go to Mississippi to get tlie right
to vote for people. I did it in the courts and in front of the polling

'bOoths and on the platform, and I found that riding. North from
Jackson into Memphis through the delta that there was a wli.ole
economy that was built on cottonpickers and one day, when myself
and the people, because of their own insistence in the right of fran-.
Chise got thp Vote, those people Who never. voted 'previously became
a very important ,force,.particularly in the delta. That was 40 per-
cent black; in some areas, 70 percefiCblack.'.

Immediately what they did- was layoff the cottonpickIrs. They
put in some,cattle. In one ranch I was aware o4 they had 300 .people.

. laid off. They cduld use about flye people. Some of the land lay
fallow and. theY got. a very substantial amount of money. What
happened to the,' 300 peoPle? Because of the fact that youl did not

have a nationar policy With respect tötliE--fact7that 1.61ief was not .
national,* but Io4al, .the people" who normally would -have been kept -
at -home, they had no particlilar wish to go to Detroit, Los Angeles
or New*York or Boston, ifthey had been given a fair opportunity
to make a livinff where hey twere; they would have done it.

Because of tbe fact tha we failed to have a national policy with
respect to it, we were I recipients of this mismanagement, this
national mismaRagement That is. how we have tome to be in some
of the difficulties vie art. in.

T ere' is no way th t we could sa to somebody that Came in from
Miissipp under tho cir f ncs, I am the board of estimates
oie citY of,New York:and decree that you starve on my doorstep.
IC never halipened before; it is not going to happen, no matter howwe4work it.

Mr. II..tov*!INs. According to the Washington Post of April 12,
in 1975'. the,Cost of welfare declined 21.4 percent. According to this
article, the'ipepartment of HEW withheld the- figut.es because they
werep'olitically insensitive.

Continuing, that article says, the general a istance programs run
by State and local governments without ge eral matching funds
increased-27.8 percent, and that the)largest increases in the spending
figures were 34.8 percent to $43.9 million' for payments to families
headed by jobless fathers.

Unemployment last year, ofcourse, we know averaged 8.5 'percent.
If that is true, and I would assume that the report from'IlEW

wOUld certainly support that story; then does it riot mean that not
only New. York, but, other cities and .States As well have been
harmed by . the economiC situation, throughout flie country ; conse-
quently, the Federal Government has some sort of obligation in
terms of countercyclical aid to come to the rescue of those govern- .
ments they injure, if their approach to the problem of inflation is to
create unemployment under such conditions as. that article indicates.

Mr. O'DWYER. Sir, I can tell you, when we -got intoAppalachia,
the Appalachian program that took in 13 counties in New York
State, by the way, we were pinpointing a certain situation'in Ameri-
can life that needed an economic approach by the Government.

Now, that Situation with respect to Appalachia now applies to
every other county and every other place throughout the country.
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What your bill isdoing is taking the same principle and, expanding
it to Maces that are. in th( same kind.of need.

Mr. IlAwiuss. With respect towage rates that have been brought
into thc discussion this morning) actually the individual, I think,
who did the mostto add to the confusion Was the .ecrinomist from
MIT who has been referred to. .

Ajr:.. O'DWYER: They will, do it eYery time; Congressman..
Mr. 1-1Awictss. Arnow, his suggestions. about a national goal of

5.8 percent, he indicated that. wages qre amang the main pressure& T

that woula prevent full employmenHroin being accomplished.
.1)o you belie -Je. that full employment, as.We defined it in H.R

can be :achieved by simply reducing wage .rates, a-rid.destroyin& the
wage .Structures? 'Let us say as Arthur l_31irns did, as a mernar of
the Federal' Reserve' Board, who was qurite*.by one of the other .

Witnesses we 'can simply cut 'wages in' lialf and fiouble the number
of persons, andluthat way, we ean 'do bk the .number of persons --,
who are now employed.

What I am 'asking. you is do you b lieve that this is a vfr4y in
which we are going -1-o- achieve any deg TC, of employment stability
or .the right type of full employment -if in doing so, .we are simply_
going to reduce Wages and therefore shar the misery?

Mr. O'Dwym. CoinfressmAn, we talk about the. American .stand-
,

'ard of living and ..we talk about the f that there is ()Teat
-tinetion between the Iron Curtain coun rids' and the Unitl States.
We haye more refrigerators, we have mere cars, we have more
television ;sets. How do we- get that,? Ye get that from a Wage
'structure that permits an American to aye_ it.

You are not going to' have' too tha . 'luxuries if you begin to
debase it, that is 'for sure. This Is wh, t built it up. You cannot
have it both ways: .on the one hand, c ate a standard based _upon
workingmen's obligations to_ themselves and families to get tilt. best.

--for-tlie. time tha t. they can get. That h, s been partially responsible -

for it, but to suggest that yon nbw ar.ive izt this and you debase
the- wages, certainly that is walking ba .kward. .

Mr. HAWKINS. One final quostion, r. O'Dwye?. I think YltuA
dealt with incentives to the priVate se tor, to somebxfent. Every .

tiMe incentives come up, invariably vic talk about certn tax in-
centives. 'Are there not other incentive that Inisniess persons are
interested in. indigenous to that? Of mime, that- may:be one. of:
them and I do riot deny the use of wever, I do not think. RR.
50 prohibits that.
,,Would 'you say- also markets, aggrega e demand, produCtive labor,
fvork.force, interest rates, the type qf wearch and development done
and made available fo the priVate' eetor, and Federal exPenditures
in various' forms wherebv we hank,-(,0 lucrative contracts, are
not all of these things also incentiveS'of a way: of dealincr with
resnect to th e pri dvate sector. an obvi4sly intended to dor '

The sum total of these presents quite a number .of incentives
. through which we can help thO private sector and create jobs. All
of thes e. should be considered along 'with tax incentives. also within
the context, of the private sector, as having some obligation to
society itself, to lige these incentives in a way that Will holp the
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'general masses, the people, as well as just pro lone. I am not
acrainst profits, either.

O'Dwv-En. 'Congressman,'I was delighted to see that you had
provided, that the Federal Reservp Systeni .at the beginning of the
..year in your bill would tell us vhat they planned for us for the
balance of the year. Having ih mind- the power that they .have_
over our society, that would not be a bad idealet us in 6Fi. it for
the comino year, where they are going, what their ideas are, what.'
the ratesEructure will be so that industry can have a chance during
the course of the year.

I think that part of it is precisely along the Same lines you have
beentalking-about here. -

Mr. HAWKINS. Thank you, Mr. O'Dwyer.
Thank you, Mr. Chairman. .

May I ask that the article that' I quoted from the "Washington
Pat, April12; 1976,_ entitled, ;,'Welfare Costs 1or_Nation.C1imbs..2L
percenr be Inserted in, the record, folloWing Mr. O'Dwyer's testi-
mony?

Mr. DANIELS. Do you make that a unanimous corisent.request?
1\fr., HAWKINS. I do.

.

Mr. DANIELS. Heating .no objections to the unanimous consent
request, so wderecl.

I recoo.niZe the gentleman. from Pennsylyania.
Mr- GAYDOS. Thank you, Mr. Cliairman.
What are the unemployment figures in New York as of now?
11fr.- O'DWYER. 'They. say 7.6 percent. My opinion is that it is 20

.percent. 'They are not 'taking into account the kids coming out of
school, the people whos6 unemployment has run out and the number
of people wild have never been listed as being employed.

Mr. GATDOS. You have the saIne cohcern that I and a lot of peoi5le
have that the Bpreau of 1.,abor Statistics are not the most reliable
figures.

Mr. O'DwirEn. They have got ,figures from a limited source, and
they hand it out. That is all.

Mr. Grarpos. As a practical matter, as the President of the coun-
cil, how does the city, or .a State, including our Federal Unemploy-
ment Bureau, how do they respond to a man who wants a job. Two
classic ex'ainples : One who' is uneducated; all be can do is very
definite backbreaking work, like digging a ditch, to a highly trained
professional engineer, victimized by the economy. He is unemployed.

What does the cOuncil or the city do; for these two individuals?
How do they respond to him now.

Mr. O'DwYna. They say they are sorry. Not only that, into my
office the other day came a whole group of 'people .who had their
doctorates in various sciences. There was no way for them to be
employed, 250 of them that were graduates of universitiei not
working; absolutely unemployed, people whom we have, from tax-

. payers' money, we have educated, we have given them education
in various fields and they cannot use it at the present time.

Mr. GAvoos. It is rather accurate for me to observe that theygo
through the process of signing up, reporting; sitting, waiting, going
home, they continue that. There is. no practical area of employ,-
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ment, needed employment, for that unfortunate individual outside
that he might not be so .unfortunate if he is collecting some kind
of unethployment benefit, but if it has -run .ont, he is in serious
trouble, he not?.

Mr. 0 Dwysa. At this point, you are back .again to where we
were 40`years ago..

Mr. GAYDOS. Before he qualifies for welfare, be h'as'to .drastically
change his standard of living, get- rid of any dssets he has, is that
not true?

Mr. O'DWri,:a. He is allowed a few bucks 'to bury himself.
M. GAYDOS. Based, op those things, that observation you and I

agreekl upon, did'yon,.;as I did; find some question with my colleague,
Mr. Sarasin, in questioning. how rapidly we, go 'through the pro-
cedtires' nbd end up as the employer ,of last resort.

oei that bother you, if a Man 'jumps into it inimediately if
mstances-dietaterthat-it-happe ?

Ir. O'DWYER.: I know it chn happen ; I would like to have it hap-
pen tomorrow. As a practical matter, we would. not 'get areundtto it
that fast

Certain, its desirability, I cannotit Is desirable.
Mr. GAYDOS. As a public official in one of the inest 'populous

States of this union of ours, based on your experience that you indi-
cated here in your iestimony, the position you now bold, do you.
share my belief that 'in changing times, changing solutions must
eorrw about and we are going-to have to discharge as a Nation 'our
fundamental obligation to the people to provide at least a job, a
workplace.

Does that seem to you iihe most fundamental and sensitive area
;nf any of the problextis w,e. may have currently before us?

Mr. O'Dwyer. I have :the experience. that mt anybody ,on the
pahel ha's bad of having been admitted to practice law the day
when the depresSion was at its height. That- day; by luck, I got a
jobon board a ship so I could work for a living.

I had a lawyer certificate in my pocket. It was not worth much
to me.

.

I can tell you, We are gqing through the same thing now that
we had gone through from 1929 to 1933. We sat and we waited and:
we thought possibly if we helped the economy at the top it would
trickle down to the bottom, but it never got down to the bottom, and
now the question arises, at what point does the government step in ?
Is it at a. point of 30 percent; 40 percent, 50 percent, 25 percent?

Obviously your obligation is there, because if you are going to let
the conditions drift as they have been drifting and you know what
the inevitable is, unless there is .some action taken by government;
is it at a time when people are 'marching? Is that the time when
goVernment steps in to take. care of the problems of distress, take
care of the probleins of malnutrition, the problem of housing, the
variety of things that are necessary

It seems to me thht has gone too far. The sooner government gets
onto itobviously, it is its obligation. We' knew re did the same
thing before and it did not help. '

We attempted to let the pnvate sector take care of it. They were
ziot able to do it. It is not their function, in the first place.
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Mr. GAYDOS. In your excellent observations, you agree with me
I think you do. I- say that' if we do not proceed in this area and
put together in a fashioii some kind of a program that we could
experience some drastic reactions other than we have experienced
in the last 200 years, including. the great depression.

Do You think it'has gone that badly or that far?
Mr. O'Dwyna.,1 think times are different. I think in the last de-

pression people were a lot more patient than they are today and I.
think 1.1.om my .own personal observation in the street, people, I
talk to, that we are close to a danger point... .

I do, nott want to be an alarmist. You cannot poSsibly .cut back
and:cut back and cut back that to which people have been entitled
to, to, get snrt'of a minimal reaction from government and at the
same time suggeSt thfit, .t,hey are going to accept it.

Thery comes a Certain. pointyou do it now', do it again, finally
it comes to the point where you have reached the point of no return
and I do not ,want to give ideas to anybody, belieue me, I,do. not
think I need to, because by the time athal the Various deprivations
have coMe topeople and had an effect on their farnilies, that will be
a bad,tithe for all of us.

Mr. GAInos. Comparing two situations, vou did make an obsarva
tjon you thought the old clernssion had some different factors.

What was different then as compared to the situation that exists
today?

Yon ' mentioned impatience. Are there any other problems in-
volved? .

Mr. O'Dwrna. Of course, people are more enlightened on their
\ righfs today than they were then. The process of the last 200, years

of reading the Constitution has been a slow prOc'esS. Also, the proc-
ess Of recognizing the fact that the peopk at one time, the situation
in the last few yearsI want to talk in the most,genpral terms with
respect to thisthe fact that for NO Years people let'their obliga-
tion, insofar as the Senate and 'the Congress isMicerped'i.they de-
laulted in that. Even today, you have aii'Very loregistraVion rate
and very low voting rate. 13y the same token,',I-lhin1c,Oongress
and the Senate have in a sense, accepted, not accepted and,taken on
the role that is outlined in the Constitution and e hadmbre and
more power drifting up to the top. Presidents beffan to acquire

, more and more power that was never meant by our Casic doCuments.
What did that do for ns? It finally gave us trouble. I do not want

to pass on that, because'the kind of trouble is not imPortant. It is
important that it finally caught up with us. Our failure to be able
to read about the people who shaped this country in the first place
and read what they had in mind for us and go according to that.

What Jam saying is in the last few years, peoplOgot to the point
where they do know a little bit more about it than they did before.
They are More aware of their rights, aware of the obligations of
Government, more conscious of the fact' that Government did not
do for them what was intended and may, by the same token, sothe-
what neglect -tolthink of their own failure to live up to their rights
arid pivilege .

But I ,think'you have a different type of American today arn
you did in 1933 by virtue a that, one that is not likely to accept
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for too long the faihire to be able..to work,Athe failure to be.able tomake a fOr himself and his family. He is just not goIng tdsuffer that kind of indignity, in large numbers.
Mr. GAYDOS. In 'conclusion; let me say this. Although some of mycolleagues and some of tho people may think that my questions aresimplistic ju -naturcI lqok at your.background, how active you haVebeen over the span of years' that you have been.,involvel./I think itis most 'important to establish for the recorq 15y an indUidual, gen-tlemah like yourself, in the Official capacity like yOu hold, your ob-servations in comparing the §ituation .o4he country as it was in thelast 30, 40 years ago, and now. It is i4ortant in 'the elements in-volved- in 'this legislatiop.'It is just not .an -immediate assault onthe problem, .but I think it is a .protection to the very core, thefundamental Principle in this country .and to our very Surviyorship.I ,do, not want to sound so, pessimistic in my observation but I:firmly believe that. I. think you share my concera...as_ indicated toyour-responseslo those questions. -o

.:Thank you very nvich for your appearanee. I aPologize very .muchfor not having,been here when you made'your initial. statemeint.Thank you.
Mr. O'DwYta. I do not think we have lost anything.
Mr. DANIELS. Do .any 'of my colleagues desire to ask any otherquestions?
Ilearing none, thank you very' much.
[The article Werred to follouis

WELFARE COST FOR 'NATION CLIMBS 21%

The nation's family welfare expenditures soared by,21.4 per Cent last year,partly because a the growing ranks of jobless .fathers, the government saidyesterday. . .

A record $24.8 billion was paid out in 1975 for Aid to Families with De-pendent Children (AFDC), Medicaid health care for Me poor and reliefprograms. 'rim by state and local governments. !That figure is $4.4 billionhigher than. the 1974 .expenditures and $7.1 billion higher than 1973's total.The. Department of Health, Education -and Welfare news release issuedyesterday focused on faintly welfare statistics for last December, which roseover the preyibus month but .at a slower rate than the same, month a yearearlier.
The departthent 'had the annual figures available but at first did not issuethem as Whati,inpast years because of the political sensitivity of the welfareissue in an election year. informed' sources said.In response to' a reporter's query, HEW released the annUal figures, whichshowed that a cumulative totnl of 266,000 families were added- to AFDC rollsin 1975,.,an 8.3 Per eerit increase to nearly 3.5 million families.The nninfier of individual AFDC recipients increased by 479,0000, a 4.4per cent increase to more than 11.3 million persons.The biggest jump wasthe 33.6 per centabout 30,000Increase in the num-,ber of unemployed-father families on AFDC rolls in 1975, HEW. said. Thiscategory rose to a total of 120,000 families with',527,000 recipients.Families headed hy mothers still formed the bulk of the AFDC rolls, how-.ever. The government said there was a emnulative increase in that categoryof 236,000 families with 361,000 new welfare beneficiaries, most of them.children.

-General assistance programs, rim by state and local governments withoutfederal matching funds. added 145,000 families last- year.' That was a 27.8per cent increase to 667,000 families, with 965,000 recipients. -The largest Increases In the spending figures were. 34.8 per eent to $43.9million for, payments to families headed by jobless fathers, a 34 per cent
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increase to $1.5 billion in general assistance, and a` 23.7 per cent inSCease to$13.9 billion in Medicaid. -
The unemployment rate last year averaged 8.5 per...cent, cqmpared with5.6 per cent In 1074.
AFDC cash payments exceeded $0.2 billion last Year, up 16.3 per cent.Monthly payments averaged $229.22 per family and $67.75 per recipient, up

from $201.97 and $60.82 respectively in 1974.
The state and local general assistance programs paid an average of $141.06per family and $108.14 per recipient last year.
Mr. DANIELS. The Chair will declare a brief recess.
Our next witness is the honorable and distinguished Senator fronithe State of Mithiesota, Hubert H. Humphrey, and I received a

message from his office to the effect that his plane just landed andhe is enroute tO this hearing, fs-o the Chair will declare a short ,recess.
[A brief recess was taken.]
Mr. DANIELS. The subcommittee will come to order.
Our next witness is the distincruished and honorable Senator fromthe. Stale of Minresota, Senator''Hubert H. Humphrey;S.tor, wc welcome you here this morning. We^ look forward

with interest t o youkrcomments on this very important bill of which
you arc the coauthor with our colleague, Mr: awkins, 11.R. 50.

STATEMENT OF HON., HUBERT H. 'HUMPHREY, A U.S. SENATOR
OM THE STATE 'OF MINNESOTA

Senator HUMPHREY.* Thank you, Mr. Chairman and members of
the subcommittee. I am sure you know I appreciate this opportunity
to be with you today to testify on the Full Employment al-

,anced Growth Act of 1976, the bill. in the House, H.R. 50.
I am very honored td be here along with my com riot, we co-

sponsored this legislation, Congressman Hawkins.
I might add there is a very substantial list of Senators who arecosponsorincr in the Senate. Our list grows every day. I can also'

say to you,r-Mr. Chairman that the interest in this proposed legisla-tion, is very high.
The Joint Economic Committee saw this. It is receiving numerous

calls each day for information. Of course, there is considerable dis-
cussion of the proposed legislation in the media, the public press,and radio and television.,

Most Americans have begun to realize that there is something
fundamentally wrong with our Nation's economy; from month to
month the statistics fluctuate, new patterns emerge and hopes rise
and fall. But beneath it all,*there remain serious econdmic problemsthat threaten the vitality of our mixed capitalist systent

That 'may sound alarniing. Unfortunately, the record bears it out.During the past 5 years, U.S. economic growth rates averaged onlyabout 1.8 percent per year, compared with a historical average ofabout 4 percent.
In that one statistical comment, you have the true picture ofwhat has been happening to us.
Because of this shortfall, the Nation has lost some $500 billionin production of goods and services in the last 5 years alone. And

we can expect to lose another $600 to $900 billion by 1980.

72-531---76-27
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That astounding waste, I Underscore the Word w-asfe, lies at this
,center of our economic problns. It has resulted in more than 9
million Americans without productive roles in society, and large
Federal dearits to pay for that lack. It has idled our plant capacity
and has. given rise to grave 13roblems of health care, housing, ikel-
fare and crimeall of which'Ire linked directly 'to uneniployment.

Even inflation, in large measure, has been the result of our failure
'to use the rssourceS Which are available Co us. ,

I call to the committee's attentionI am sure you have seen it this,
morning. beeause this is from the Washington Postmight I add"1
thatI picked up the Minneapolis and St. Paul papers_at the Twin.
City Airport& It was a front page 'about thew'elfare costs;
the welfare cost§ for the Nation cli 21 percent. The Nation's
family welfare expenditures 'Soared eitent last year, partly
because of the growing. .ranks. of Jo ess fathers. A record $24.8
billion was paid out in 1975 t,, families in ai d to dependent, hil-
dren, medicare aid to the poor run by local an State governm
That figure is $100, billion greater than the 19 4 expenditures,.$7,1-
billion higher than 1973. totals:

The Department: had'the annual figui'es.available. AtIirSt it did not thsue
them. as it had in past years, beeause of the politieal sensitivity of the welfare
,issin, in an electioa yea,r,' informed stmrces say. The total cost of aid to families
iwith depen(Fent children and unenyloyment compensation in 1975 is aPproxi-mutely $15 billion.

Mr. DANTELS. If the distinguished 4nator would yield, I would
like to mention that our "colleague,-.Congressmandlawkins, brought
that to our attention this 'morning. ,/ A.

Senator HumrtniEv. I underscore, he generaljy is a little ahead of
Me.

Mr. I TAWKINS. Not very often. This is the only time fliat I recall.
Senator HumennEy. I .thought, when I read that story, knojwing

that I was to testify here. this morning, that it almost made the case
for what we are'attempting to do, because we are constantly arguing
about costs.

Yon must not argue eiists in a vacuum. You must argue costs in
terms 'of alternatives: The alternative of $45 billion outlaid in one
year for these programs that doe's not tell you anything about loss
of revenues that comes to Government.

Last year, State and loCal government lost $27 billion of revenue
because of the recession, $27 billion. Every State and city in the
United States has 'had to cut back services,' vitally needed services.

Coming to grips with those probkms, problems that we have
mentioned here and that you have heard of, will require nothing
less than bedrock reform of the way in which we try .to manage
the economy.

It will require this 'Nation to answer an absolutely basic question:
'What is the most important function of Government if not to assure
that all citizens willing and able to work are given an opportunity
to contribute to the strength of America?

One answer to that question is contained'in the Full EmplOyment
and Balanced Growth Act of 1976, authored., by myself and Con-,
grgssman Augustus Hawkins and cosponsored by many other mem-
bers of both Houses of Congress. This measure recognizes that there
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is. no simple path to full employment throngh a single bill -or pfo-
. gram, and instead it proposes a 6.eneral economic poE.cy framPwO*

with a package of programs give" that new; strueture tectib4n. 4
and meanino.. o.

The ac,tual ac ties will vary from year t,o year, depending upon
economic conditions, and cono.ressiohal dRciionS,
process is the major stlefigth t'of the legistation. .

The act sets an initial objective of 3 petcent, adult unemPlOyMent
to be achieved within 4 years from filed* Of enactment. Adm4-
tedly; this IS an ambitious goa1,13,04..if can. be:done, given the new
policies set forth in the4 act, includini:' the- reqUiroinent that 1hp
President-revjew ,the employment goat fo. defitmine what specific
obstacles may stand in the way of its achievemdtit.

I want to say,' as I have Sigd in otiler places,. wheivir*.hear.,,p;
comment about the 3 percent ooal, unlew.we. estplish it as Al goal,
we are going' to-find ourselvesdrifting hito an acceptahte of 5 pei-;
cent unemploymbrit and .6'. percent tinempltmerit.

1Yhen I first came. here to Congress; we WereStill..tal4cing abou a
3 percent unemployment .goal; Mr. Chaitinan:Jn-1949; if yon rilI ,

review the retords of the legislation at that 'time, we were talking.
about 3 percent unemployment as an achievable goal. Then we
vinced ourselves that it could go to 4 percent and call it full r
employinent.

In recent yrs, the talk in high circles ,of Government and the
finanee community is 5 percent. Now we are hearing if we can gpt it
doWn to 6. percent by 1980 wewill be doino..well. .

I retuse to accept thatkind, of a standard: knowing full yvell that
no other country, industrialized eountry on the face of the earth, does
acceptoncli a standard.

The beSt way to justify a 3 percebt unemployment gOal. for
adtr differentiate that from the youth unemployment because
their pattern of employment is very different and difficultI iiistify
a 3 percent goal because other countries have done it, and done it ;

year after, year after year. 0 .

I do .not feel the United. States is less able to employ itepe(3ple
than,Germany, France, England, Norway, Sweden, Denmark, Lux-
embourg or Belgium or Holland. All of them have had unemplop:,
ment under 3 percent, every one of them.

Here we have people today getting on the radio and televisi4n,,
hemming and hawing, wondving whether or not we can get unem-
ployment down to 3 percent. When did, we become less able to deo., .

this than others?
It amazes me, that the Congress is worried about being second.

best to Russia in military power and does wit .1aorry about being
second best to half the rest of the industrial world in 'economic
efficiency. I thinkwe blight to stick this 'home hard'. I do not beliove
this eMintry should be second best in anything, Mr. Chairman, pot in
anything. ram perfectlywilling to vote the money that is nedessary
to keep this cohniry strong.

'When I liear'peciple Say we are secontl best to the Soviet Uhion
in military power, I say. that we will liot tglerate iL .

4 I want to know, will you tolerate, and will this Congress tolerate,'
having the United States second best to other countries.

!:.
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Here we have people today getting on the radio and te1evisi4n,,
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I listed little' Luxembourg, Holland, Britain, France, Germany,
Sweden, Denmark, Finland. I am not talking about the full em-
ployment they have in the Soviet Union or in the Eastern bloc
countries, because they have a different system from ours. Theyhave no unemployment, none whatsoever, because they. 'have work
programs, of course to put everybody to it.

My challenge today to those who are our critics, no second bestto anybody. No second best to the Russians in strength, no second
best to industrialization and economic productivity.As I said here, there are a number of policies that I would like
to quickly summarize. I am just going to put them in the recordto save you time, because you have gone through,this. That is onpage 3 of my testimony.

Taken together, these policies will brincr coherence to our national
economic policies and yield substantial anefits to the private econ-omy as well as to our citizens. Between now and 1980, unemploy-ment could be cut from 7.5 percent to 3 percent, with a gain ofroughly $500 billion a additional economic production and a sub-stantial reduction in both welfare payments and the Federal deficit.
Crime and the other social costs associated with unemployment willbe drastically reduced.

I might say, the figure I used *there, the 7.5 percent, includes
-youth unemployment at the present time. If you were just talking
about adult unemployment, you would be trying to cut itrdown from
7.5 percent down to 3.5 percent if .you used adult unemA ployment'across the board.

Against these benefits, one must, sitcourse, considerithe costs and
any possible difficulties that may be associated with achieving the:objectives of the bill. There have been criticisms made of the billand these should be debated on the merits during the committee
hearing process. Let me turn to some of these questions now.

Is the 3 percent adult unemployment goal unrealistic? Some havesaid that we cannot achieve such a goal, either without explaining
why, or by arguing that such a goal is too inflationary. This isan ambitious goal,, certainly, but there are several reasons why Ibelieve it is realistk.

First, I believe should define the term adult as persons 18
years of acre or older, which implies an overall unemployment rate
of about 3'.5 percent.

Mr. DANT-EL& I might say at that point, Senator, H.R. 50 that
we are considering defin(-4 adult as 16 years of age or older.

Deeyou concur with Mr. Hawkins on his definition?
Senator Humrtrany. I put it..at 15 myself. That is something for

this committee to decide. I consider adult unemployment 18 years
and above.,

Mr. HAvrarNs. If I may siinply say, we would consider either
objective to be highly desirable. I do not think the issue revolves
around that one definition, but either achievement, I think, would be
highly acceptable and desirable, regardkss of whether we use the
definition Senator 'Humphrey. has just indicated or the definition
we have been using.

Senator HUMPHREY. It would make little sdifference in the per-
centage, frankly. Either one is acceptable.
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This is a point that the committee may want to finalize.
Mr. DANIELS. Could you give us your views on this Senator.
Senator HUMPHREY% As we both indicated, this is ',9n1y 1/2 a

percentage point below what was considered full employinent in the
ICennedy-Johnson years..I Might add that we went below 4 percent
for 4 years, during that period, beffinning.in 1966, while holding
inflation to a 4 percent annual ,rate!

Second, we must have new economic policies to get at stubborn
pockets of unemployment, if we are to achieve this long-term goal,
and the bill providal for such policies.

I will skip over the material here. It does provide for that, and
I ask that my whole statement be incorporated.

Finally, it should be remembered that a goal is an objective--not
an absolute requirement. The purpose of setting goals is sothat we

'can do better, not achieve perfection for all times. This bill pro-
vides.for annual review of the goal and, it should be emphasized,
also requires the President in the first yeas to review the full em-
ployment goal and timetable and report to the Congress on any
obstacles to its achievement and, if necessary, propose corrective
economic measures to insure that the full employment goal and
timetable are achieved.

Will the act accelerate inflation? Those who argue that more pro-
duction and employment cause inflation have got things turned
upside down. The Why to reduceprices is to increase production,
productivity, and the supply of goods and services like food and
health care.

I want to make note of the fact that back in the period of the
1960's we had inflation at an annual rate of the total period of the
1960's of leSs than 4 percent. We had 4 years of unemployment at
under 4 percent.

I am not propoundinff a theory when I say productivity and pro-
duction is the answer tO inflation, but reporting the facts. During
the early 1950's and again in the Mid-1960's, increased production
and employment 'was accompanied by lower rates of inflation. Our
recent experience with unemployment and inflation tells the same
story. In 1975, when we reached an unemployment rate of about
9 percent, we had an inflation rate that for many months exceeded
10 percent. Since then, as

iproduction
was increased, and unemploy-

ment reduced, the rate of nflation dropped by about one-half.
Although I believe production and productivity are the best weap-

ons against inflation, I recognize that as the economy approaches
full utilization of its human and capital resources, bottlenecks and
price pressures are likely to develop. For that reason, the bill re-
quires the inflation situation to be constantly monitored, and the
President to annually .submit a comprehensive set of antiinflation
policies that are relevant to changing conditions.

I mention this, I wish I could put -it in capital letters in this
testimony, because this bill does not ignore the inflation problem,
as I have heard some people say in the public media. What we say
is, the President shallas I said, the President, the bill requires
that the inflation situation be constantly monitored and that the
President annually submit a comprehensive set of antiinflation
policies.
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We do not spell out those policies. We cannot do' it, because youdo not have that kind of foresight. You need to have 'a President'and an administration that is monitoring thisiprogram all the time.Finally, there is .full 'provision in the bill for.these actions to be -.as thorough and tough as necessaryto promote reasonable pricestability if situations develop that seriously threaten price stability. .Will the bill be extremely costly? Sbme of those who have arguedthat the bill will cost a great. deal are confused about the meaning ofcoSt and investment. First, there are two ,kinds of costs: one, thebudgetary costs associated with programs nandated under the act ;and two, the resource cOsts associatIK1 wi h the inefficient use ofnational resources.
Budgelary costs Can only be evaluated in conjunction with theinvestment made, the Federal spendinff saVed by making the invest-,ment, and the increased tax revenues eue to the investment. If public.moneys are wisely spent, the budgetary costs of our proposal canbe less than the benefits from the investment.
The cost associated with the inefficient use of resources, however,is not an investment but a waste of reSources that can never beregained. It is like pouring money down a rat hole.With these ideas about cost in mind, let me return to the questionof the cost of the bill. The direct and immediate cost of this bill is.small. It is a general econorriic policy bill, like the Employment Actof 1946, and the costs are limited to the administrative costs of .expanding the staff of the: council of eConomic advisers, creating apublic advisory council, establishing the framework for the Jobreservoirs, and so forth.

.

'Because we have 'endeavored to use existing institutions to therNmaximu extent, these direct costs would be less than $50 million.There, will be, of course, substantial indirect budget costs if all oftthe actions mandated by this bill are eventually undertak .n. ,It iimpossible, howeVer, to estimate these costs precisely beca se t- depend on such things as the Strength of the.prilTte sector, economicrecovery, the .rate of growth in the labor force, and the specificdesign of the 'job creation programs mandated under the act.Most importantly, the. budget costs will depend upon decisions.taken by both the President and Congress each year. .Bilt let me give you some rough estimates.of the indirect budgetcosts associated with this bill. If we sustain a moderate ecOnomie re-covery, perhaps the kind of recovery projected by the adrninistra-tion, we could still face. a job gap of .between 2 and a million in someof the years between, now and 1980. The budgetary costs of pnttingthose people- to work will fall in a range that is dependent uponthe job gap.
If we have a job gap of 2.million persons, the gross budgetarycqsts could be roughly $16 billion, with that -cast falling to about$,1 billion -after decreased welfare and unemployment compensationpayments and increased tax revenues are considered. If we were tohave a. job <Yap of 3 million persons the gross budgetary cost couldbe roughly'-$25 billion, with net budgetary costs .of roughly $1*billion.

-Therefore, f would say that the very rough estimates We havean'd I would stress how rom-di. these numbers arewould indicate. .
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.that` the indirect budget costs of this bill could be in the range of
about $8 billion to $12 billion.

Compare that to what you read this morning. Compare that to $45
billion. Compare that to $25 billion in welfare alone.

Such budgetary costs are. significant, the $8 billion or 4ge $12
billion, but I want to emphasize the investment side of that spend-
ing. Employment of one person may cost twice as much, or more, in
dollars Is unemployment benefits or welfarebut, remember that
the person is employed and has a productive role in society. Build-
ing houses or factories cost more in dollars than doing nothing
but remember that you then have the national asset of a house or a
factory. Doing Something usually costs more than doing nothing,
but if you are wise about what you do, it is always worth it.n

Let rne conclude by saying a word on the resource cost side qtthis
bill. As I indicated earlier, the most debilitating costs are those that
occur when human and capital resources are squandered. Thiscbill
has no such resource costsit haa, only benefits because it .,puts\ to
work capital and human resources that are now being wasted be-,
cause they are unemployed. 'As I said before, the Nation could gain
the benefits of $500 billion in additional goods and sekvices by 1980.

I believe this cost picture shows that full employment is a bar-
gain. The budgetary costs are largely offset by the decreased welfare
payments, increased tax revenues, and the value of the goods and
services created by the jobs. In addition, there is the great cost
saving that comes from using capital and human resources that
are now being wasted.

Would the wage standards cause a shift from private to public
employment? Some people have argued that the wage standards
are so generous that they would cause a shift from private to public
employment. I don't believe this is true. I believe the wage stand-
ards are "neutral" between the private and public sectors because
they simply reaffirm existing, fair wage standards.

The key to understanding the wage standards is to carefully read
section 402. That section states that people employed under the
bill shall receive "equal wages for equal work." It then prescribes
a range of wage standards from the minimum wage to prevailing
wages for similar employment in the specific labor markets. 'This
means that someone doing, a job that merits the minimum witge Will
be paid that wage, while a skilled worker doing a job of higher
value will be paid cOmmensurate wages.

That is on public works, for example, if you engage in important
public works. I believe this is a flexible and fair set of wage
standards.

Is this bill not just a large public' service job bill? This is a large
and complex bill that some people have chosen to simplify as a
public service job bill. As Congressman Hawkins has told you, that
is not what this bill is all.abont.

I have already orttlined to you the 10 major elements of the bill,
the masiority.of which are designed to improve the management of
the Federal Government and encourage production in the private
sector.

This bill is the only measure that. has been brought before Con-
gress in the 5 or 6 years that I have been here since 1971 that
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emphasizes the role of the Federal Government to stimulate theprivate sector in a systematic manner. Every other bill we havetaken action on has been a public service bill or public jobs bill oran emergency public works bill. We put a combination here, withthe emphasis on the private Sector.
The setting of national economic policy, the provision for long-rancre planning, the improved productivity and anti-trust provisions,ancf the economy in goVernment measures will all improve the0-rowth and performance of the private. sector. ,Let me emphasize so this record again will be complete this isthe one bill that provides for a complete review of every Federalprogram on our statute books. You talk about economy in Govern-ment, we have a lot of speecbes around here about this bill not work-ing, but this bill compels thekPresident and the Congress, if adopted,to review every single program on a dollar basis as to whether thatprogram is yielding results, whether it is needed Or relevant to thetimes.

.

It also requires the President to present an annual review of allreo-ulations and ,Povernment agencies. Instead of all of this_Aa,lkabOut regulatory agencies,, all of this kind of redtape, we Or thiskind of redtape, and say to the President, you must presenr ,every:year a review of the impact of regulations on this economy. tliatj,is the only way it is going to be done.. You are going to have tomandate it.
Otherwise, it will be nothing more or less than a lot of politicaVpoppycock. People will be nmning around, malting speeches aboutregulations and doing nothing about them.There is not a one of those regulations found in the Bible. Noneof them are rediscovered Dead Sea Scroljs. They are written by somebureaucrat in these Departments. All they have to do is be reviewed.Those not worth a hoot, we cret rid of them.
How are you going to di) it? That is what you have a President/to do.. That is what you have a Budget Office to do. That is -whatyou have a Cabinet for. That is what they ought to be asked to do.Mr. Chairman, I am here to tell you that until the President ofjthe United States, whoever he is, until his Cabinet and his Budgetand his Budget Office make up' their minds to do something aboutthese rules and regulations,, nothing is going to be done. You andI cannot do it over here. It.has to be done by the leadership of theexecutive branch. They are the ones who wrote it.
Every pencil I know of has an eraser. It has lead on one endand an eraser on the other. The problem with this Government isthat it has, too much lead on one end.
I am tired of hearing about all of these rules and regulations,everybody chewing on them like a 'clog chews on a bone and doingnothing about them.
In title II of this.bill, there are several supplementary job meas-urea to encourage eniployment in both the public and private sector.In Addition to improved public jobs, that title prescribes a nafionaldevelopment bank to encourage private development and employ-ment, as well as antirecession assistance to State and local govern-ments, improved job training in the private sector, and the use ofprivate, nonprofit, organizations to increase employment. .
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Only as a last resort, after the private sector has been fully util-
ized,, does the bill provide for federally operated public employ-
ment projects and private nonprofit projects. This provision is based
on the belief that, . if people cannon obtain employment through
any 'other means, it is better to give them a job, funded by the
Government than it is to write those people a check to do nothing.

In this, I am happy to say that Dr. Arthur Burns and Congress-
manAlwkins and Hubert Humphrey are too-ether. Here is a rather
conservg,tAve gentleman, head of our Federn Reserve Board, that
has ague out four-square and forthwith for the ideas of the Federal
Goverment having to give a job, if no other is available.

I think that is about it. I want to coMpliment this committee on
its initiative. I think you will process' this legislation: .

[Prepared statement of Hon. Hubert H. Humphrey follows:1

PREPAREli STATEMENT OF SENATOR HUBERT II. Harl1PHEEY, CHAIRMAN, 30INT
ECONOMIC 0)MMTr1EE

Mr. Chairman and Members of the 'Subcommittee, D appreciate this oppor
tuoifY to be with you today to testify on the "Full Employment and Balanced
Growth Act of 1976."

Most Americ.ans have begun to realize that there is something fundamentally
wrong with our nation's economy; from month to month the statistics fluctuate,
new, patterns emerge amd hopes rise and fall. But beneath it all, therq remain
serious economic problems that threaten the vitality of our mixed c'apitalist

That may sound alarming. Unfortunately, the record bears it out. During
the past five years, U.S. economic growth rates averaged only about 1.8
percent per year, compared mith a historical average of about 4 percent.
Because of' this shortfall, the nation has lost some $500 billion in production
of goods and services in the last flve years alone. And.we can expect to lose
another $600 to $900 billion by 1980.
' That astounding waste, I 'underscore the word waste, lies at the center of
our economic problems. It has resulted in more than 9 million Americans
without productive roles in society, and large federal deficits to Pay for that
lack. It has idled our plant capacity and has given rise to grave problems of
health care, housing, welfare and crimeall of witch ,are linked directly
to unemployment. Even inflation, in large measure, has been the result of our
failure to use the resources which are available to us.

Coming to grips with those problems will require nothing less than bedrock
-reform of the *ay in which we manage, the economy. It will require this
nation to answer an absolutely basic question : *hat is the most important
-function of government if not to assure that all citizens willing and able
work are given an opportunity to contribute to the strength of America? -- --

One answer to that question is contained in the Full EmRloyment and
Balanced Growth Aa of 1976, authored by myself and Congressman Augustus

:Bapkins and cosponsored by many other members of both Houses of Congress.
Thi§ measure recognizcs that there is no simple path to full employment
.through a single bill or program, and instead it propoSes a general economic
policy framework with a package of programs to give that new structure

-direction and meaning. The actual activities" will vary from year to year,
depending upon economic conditions, and Congressional decisions, and this
flexible process is the major strength of the legislation.

The Act sets an initial objective of 3 percent 'adult unemployment to be
achieved within four years Prob.) the date of enattment. Admittedly, this is an
ambitious goal. But it can be done, given the new policies set forth in the
Act, including the requirement that the President review the employment
goal to determine what specific obstacles may stand in the way of its achieve-
ment. Let met briefly summarize some of these new policies.

(1) A new cooperative process is created among the President, Congress
and the Federal Reserve for the establishment of annual, numerical economic
goals. This will encourage the development of a unified annual economic
policy.

k
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(2) NeW requirements are placed on the Eederal Reserve to' make it a fulipartner in national economic decisions.
. .

(3) The President ,is required to determine the extent to which budgetpolicy can be relied upon to achieve fulr-employment so that governmentspending does not excessively inflate the economy.
(4) A planning capability is provided for in the Executive Office of thePresident to give us a better idea of where the economy is headed oer thelong-run and how we can most efficiently achieve full use of our human andcapital resources.
(5) The Act also. provides for economy in government measures to review

and makerecommendations for improvement sf 20 percent of an governmentprogranis and regulations each year.
(6) The Aet requires that work be subitituted for welfare, unemploymentcompensation, and income maintenance spending to the maxfinum practicalext ent.
(7) Comprehensive anti-inflation policies are required in conjunction with

the annual policymaking process,. with an emphasis on increapAg productivityand the supplies of necessities such as fodd and fuel.
(S) Provision is made for a range of employment programs that focus onstructural problems of unemployment- in depressed regions, states and amonggroups in the labor force who have special unemployment problems, such, asyouth.
(9)A comprehensive counter-eyelical employment program is required, withspecial emphasis on a grant -program to stabilize State and local governments

during recessions andthereby prevent contradictory fiscal actions at differentlevels of government.
(10) After the private sector has been fully utilized, and all other provisionsof this Act have been employed, the Federal government is responsible forensuring that the remaining unemployed above. 3 percent adult unemploymentare provided jobs.
Taken together, these policies will bring coherence to our national economicpolicies and yield substantial benefits to the private economy as well as to ourcitizens. Between 'now and 1980, unemployment .could be cnt from 7.5% to3%, with a gain of roughly $500 billion of additional economic productionand a substantial reduction in both welfare payments and the Federal deflcit.Crime and the other social costs associated with unemployment will bedrastically reduced.
Against these benefits one must, of course, consider the costs and anypossible difficulties 'that may be associated with achieving the objectives ofthe bill. There have been criticisms made of the bill and these shoUld bedebated on, the merits during the Committee hearing process. Let me turnto some of these. questions now.

IS THE 3-PERCENT ADULT UNEMPLOYMENT GOAL UNREALISTIC ?

Some have said that we cannot achieve such a goal, either without explain-ing why, or by arguing that such a goal is too inflationary. This is anambitious goal, 'certainly, but there are several reasons why I believe it isrealistie.
First, I believe we should define the term "adult" as personS 18 years ofage or older, which irunlies an overall unemployment rate of about 3.5%.This is only 1/2 of a percentage 1point below what was considered "fullemployment" in the Kennedy-Johnson years. I might add that we went below4% for 4 years during that period, beginning in 1966; while 'holding inflationto n 4% average annual rate.
Secondly, we must have new economic policies to get at stubborn pockets

bf unemployment, if We are to 'achieve tbis long term goal, and the billprovides for such policies. There is no iron law sent down from the heavensthat decrees you can't reduce adult unemployment to 3%. because otherindustrialii0d countries have done it. Over the period 1962-73, while theU.S. had an average unemployment rate of 5 percent, the countries of Japan,
France. United Kingdom, Sweden, and Germany had an average unemploymentrate of 1.8 percent.

Finally, it should be remembered that a goal is an objectivenot an abso-
lute requirement. The purpose of setting goals, is so that we can do better,
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not achieve 'perfection for' all times. This bill provides for annual review of
aim goal and, it Should, be emphasized, also requires the President in the
first year to review the full employment ,goal and timetable and "report to
Congress on any obstacles to its achievement and, if necessary, propose
corrective economic measures to insure that the full employment goal and
timetable are achieved."

WILL THE ACT ACCELERATE INFLATION ?

Those who argue that more production and employment cause inflation have
got things turned' upside down. The way to reduce prices is to increase yro-
duction, productivity, and the supply of goods and services like food and
health care.

I am not propounding a theory, but reporting the', facts.' During the early
1950's, and again in the mid-I960's, increased production and employment was
accompanied by lower rates of inflation. Our recent eiperience with unem-
ployment and inflation tells the same story. In 1975, when we reached an
unemployment rate of .about 9%, we had an inflation rate that for many
months exceeded 10%. Since then, as production was increased and unem-
ployment reduced, the rate of' inflation dropped by about one half.

Although I believe production and productivity are the best weapons against
inflation, I recOgnize that as the economy- approaches full utilization of its
human and capital 'resources, bottlenecks and price pressures are likely,, to
develop. For that reason, the bill raquires the inflation situation to be con-
stantly monitored, and the President to 0,nntially submit a comprehensive set
of antlinflation poliCies that are Iltlevant to changing conditions. There is full
provision in the bill for Ade- actions to be as thorough and tough as neces-
sary"to promote reeknable iirice stability if situations develop that
seriously threaten price stability."

INILL THE BILL BE EXTREMELY COSTLY ?

Some of those who have argued that the bill will cost a great deal are
confused about the meaning of cost and investment. First, there are tWo
kinds of costs: 1) the budgetary costs associated with programs mandated
under the Act; and 2) the.resource costs associated with the.inefficient use of
national resources. Budgetary costs can only be evaluated in conjunction with
the investment made, the Federal spending saved by making the investment,
and the increased tax revenues due to the investment: If public monies are'
wisely spent, the budgetary costs of our proposal can be less than the benefits
from the investment. The cost associated with the inefficient use of resources,
however, is not an investment but a 'waste of resources that can never, be
regained. It is like pouring money down a rat hole. t

With these ideas about cost in mind, let me return to the question of the
cost of the bill. The direct and immediate cost of this bill is small. It is a
general economic policy bill, like the Employment Act' of 1946, and the costs
are limited to the administrative costs of expanding tbe'staff of the Council
of Economic Advisers, creating a public Advisory Council; establishing the
framework for the job reservoirs, and so forth. Because we have 'endeavoured
to use ext3ting institutions to the maximum extent, these direct costs would
be less than $50 million. 2

The?e will be, of course, substantial indirect budget costs if 'all of the -
actions mandated by this bill are eventually undertaken. It is impossible, how-
ever, to estimate these costs precisely because they depend On such things as
the strength of the private sector economic recovery, the rate of growth in
the labor force, and the specific design of the job creation programs mandated
under the Act. Most importantly, the budget costs will depend upon decisions
taken by both the President and Congress each Year.

Ilttt let me give you some rough estimates of the indirect budget costs
assoPlated with this bill. If we sustain a modetkte economic' recovery, perhaps
the kind of recovery, projected by the Administration, we ,could still face a
job gap of betwer. 2 and 3 Million in some of the years between now*and
1980. The budgetaTy costs of putting those people to mork will fall in a range
that is dependent lipon the job gap. a

1
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If we have a job gap of 2 million persons, the gross budgetary costs couldbe roughly $10 billion, with ,that cost falling to about $8 billion afterdecreased welfare ind unemployment compensation payments and increasedtax revenues are considered. If we were to have a job gap of 3 nfiilion persons,
the grog. budgetary Cost could 'be roughly $25 billien, with net budgetarycosts of roughly $12 billion. Therefore, 'I would say that the very roughestimates we haveand I would stress how rough these numbers arewould indicate that the, indirect budget costs of this bill 'could be in therange of about $S-12 billion.

Such budgetary costs arc significant, but I want to emphasize the' investmerit side of that spending. 'Employment of one person may cost tWice asmuch, or more, in dollars es unemployment benefits or welfarebut, rememberdhat the person is employed and has a productive rote in society. Buildinghouses or factories cost more in dollars than doing nothingbut rememberthat you then have the national asset of a house or factory. Doing somethingusually costs more than doing nothing, but if you are wise about what youdo it is alwaya worth it.
Let me conclude by saying a word en the resource cost side of this bill.As I indicated earlier, the most debilitating costs are' those that occurWhen human and capital resources are squandered. !Nis bill has, no suchresource costsit, has do benefits because it puts to wo'rk capital and human.resOurceS that are now being Wasted because they are unemployed. As I-said' Wore, the nation could gain the benefits of $500 billion in additional

goods and services by 1980.
I. believe this cost picture shows that full employment is a bargain. Thebudgetary costs ire largely offset by the decreased welfare payments, increasedtax revenues, and the value of the goods and 'services Created by the jobs.In addition, there is the- great cost saving that comes from using capital

and human resources that are now being wasted.

WOULD. TIIE WAGE STANDARDS CAUSE A smyr tRou PRIVATE TO rtsuc
EMPLOYMENT? .

gome people have argued that the wage standards are so generous 'theywould cause a shift from private to public employment. I don't believe this istrue. I believe the wage standards are "neutral" between the private andpublic sectors because they simply reaffirm existing, fair wage`standards.The key to understanding the wage standards is to carefully read section402. That section states that people eibployed under the bill shall receive"equal .wages for equal work." It then prescribes a range of wage standardsfrom the minimum wage to prevniling wages for similar employment in thespecific labor markets. This means that someone doing a job that merits theminimum wage will be paid that wage, while a skilled worker doing a jobof higher value will be paid commensurate wages.
I believe this is a flexible and fair set of wage standards.

ISN'T THIS' DI'LL JUST A LARGE PUBLIC SERVICE JOBS RILL?

This is a large and complex billAat some people have chosen to simplifyas a public service jobs bill. I have already outlined to you the ten majorelements of. the bill, the majority of which are designed to improve themanagement of the. Federal government and encourage production in theprivate sector. The setting of national economic goalS, the improved use offiscal policy, the integration, of the:Federal Reserve into national economicpolicy, the provision for long-range planning,' the improved produetivity and.,anti-trtist provisions, and the economy in government measures will allimprove the growth and performance of the, private sector.In title IL there are several snpplementary job measures to encourageemployment in both tbe public and'Trivate sector. In addition to improvedpublic jobs, that title prescribe% a nittional development banlyto encourage
'private development and employment, 'as well as anti-r&egsion assistance to...'state and local governments, improved job training in the private sector, andthe use of private non-proflt organizations to increase employment.

Only as a last resort, 'after the private sector has b4n fullY utilized, doesthe bill provide for Federally operated public employment projects and
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private non-profit projects. This provision is based on the belief that, if
people cannot obtain employment through any other means, it is better to
give them ,a job funded by the government than it is to write those people
a check to do nothing. As most of you know, Dr. ,Arthur Burns supports
this same principle, which I ,belleve Is both a .humane and conservative idea.
In fact, Mr. Chairman, much of this bill is premiSed on the conservative
belie( that we ought to put people to work instead of keeping them on, the dole.

Mr. Chairman, members of the Subcommittee, this concludes my formaF
.statement. I am haPpy to answer any questions you, might have. Thank,you.

Mr. DANIELS. On behalf of the committee, I want 'to commend
Ton for an excellent statement in support of this pill.

I do have 'a question which has been raised- several *times. Inas-
much as you are the coauthor of this leobislatiOn, I-jacnild like to
ask you about the alleged constitutionality of this legislation.

Sonic people have expressed concern about certain provisions of
the bill, specifically title II which you have just referred to regard-
ing mandatino the President to transmit to Congress legislation cre-
ating a comprehensive youth employment service. Senator, you have
been a leader in the, youth employment field for more than 20 years.
Should not: the Congress work on sUch legislation rather than man-
date the Executive to come up with the:bill?

Senator HUMPHREY. The Cono-ress 'ultimately decides what the
legislation is going to be. The Pbresiaent is mandated here to come
forth with n program. That program will come to the Congress of
the Uirkt'Q States.

Mr. DKtilEL. Can we compel him to come forward with legisla-
tion that he is not interested;in? ,

Senator Htntrilatr..We surely can, Mr. Chairman.
We can cqmpel the Preside 4. if need be, to stand on the steps

of the. White House all afternoon if we want to, by law: We .have
the authority to do so. We cannot tell the President that whatever
he proposed is going to be the law. We can ask him to do so. We
can ask him to prepare legislation, ptoposed legislation, iging it to

'the attention of the Congress.
Mr...1),ixiEts. I know that the Constitution does.provide that he

shall recommend legislation to: the Conoress. I was reversing that
questión as to whether or not instead of brecommending or requirino-
him to recommend, that we mandate him to present legislation t2)
Congress . especially if he disagrees with the program.

Senator Hum:multi-. If this bill is signed, whoever signs this bill,
this President should sign this bill, he then accepts that responsibil-
ity. Of, course, the President could veto this legislation on the basis
that be does not think he ought to be mandated to do anything, or
mandated to do a specific thing.

Then it. wonM be a question-of whether you wanted the Congress
to override it. It is my judgmentI proclaim no expertise in con-
stitutional law even though I think I have spent a 'little time study-
ing. i bue the Congress of the United States can .require the Presi:-
dent of the United States to perform certain functions.

There are Certain things we cannot do. We cannot deny the Presi-
-.dent certain rights he has as an Executive. We cap require him to
perform certain duties that we believe are in the public interest.
That is my judgment. There may be lawyers' who come here who
will say the contrary.
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What we are rEquiring of the President is that this area which
we say is so vital, this matter of youth, let us say youth unemploy-
ment. We, as a matter of Congress, can build into the legislation a
statement of the concern of. the Congress that the youth unemploy-
ment, as a result, has become a serious economic and social problem.
Therefore, the Congress.mandates that the President shall bring to
the attention of the Congress his proposals to deal with it, not that
the proposal will be the final ones to be accepted, but we at least
ask for his advice and his counsel and his interest. I think we can
mandate that.

Mr. DANIELS. I. am glad to hive you respond to that question. '
I recognizethe gentleman from Washington, Mr. Meeds.
Mr. MEEDS. Thank you, Mr. Chairman.
I commend the Senator for an excellent statement and your long-

time interest in this entire field of unemploy,Ment and economics.
I thipk it is particularly significant that.you appear today before

us as chairman of the 'Joint Economic Committee, a committee of
the Congress that has been studying this problem for a Jong time
and has come up with some answers, many of which have found
their way into this legislation.

I, too, along witkr you, am particularly concerned about youth
unemployment and recognizing that youth unemployment is run-
ning at about 20 percent today, three,times the national average of
unemployment, would like to propound a. question which I think
fits in with some of the things you have talked about.

For instance, it may cost more in the short range to do something
than to do nothing, but economic benefits from the long term can
be gained by doing something. It is interesting that appearing
recently on Meet the Press. were\ six chiefs of police from the six
major cities in the United States, and the columnist, Carl Rowan
asked them all if there is one thing that you could do to reduce crime
in the major cities of this country, what would you do.

You might have expected those hard-bitten chiefs of police to
say larger police force, more lights, a lot of things, but four of the .
six said if they could reduce youth unemployment that could be

ithe single most mportant thing to do in reducing crime in mai&
cities.

Then let us take, for just a Moment, another one 'of your fields of
expertisethere are so many, but this is another one Llm'ow you
have been very much involved in and instrumental in passing legis-
lation regarding the National Forests of this country. You are the
chief author of the Humphrey-Rarick bill, chief author, of lecisla-
tion now pending with regard to the clear-cutting issue. Yout"have
a very fine backwound in this. -

I am sure yOu are aware, as I,am, that there are 31/2 million acres
of Federal forestlands that have been cut over tind never replanted.

Senator IlmsfPEREY. _I_Am very Much aware of it.
Mr. MEWS. 31/2 million. ,

I am,sure you are algo aware that we are told by the foresters
with improved sylvaculthre methods, improved methods in manage-
ment of our forests, we could increase our allowable cut on our
National Forests over a 10-year period betwen 20 percent and 40
percent.
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'Why can we not combine all of those young people who are
- eager and willing to do something with this? This is just one

example. You can give all kinds of them. But those 31/2 million
acres need something done to them, with the whole concept of forest
management.

That is a public service job, public service. It will produce for
this country sOmething that can be used 30, 40, 50 years down the
line to produce capital and increase jobs in its own place. That is
the kind of thing we are thinking about under this legislation, is it
not I

Senator IlindPIEREr. That is correct,.
Congressman Meeds, let me say, in reference to forestry to which

You have spoken, it is not just Federal -lands that we have in
forests. We also have State and county and there is hardly a State-
in the Union that does not have either State forests or county
forests or Federal forests. Federal lands, of course, have much more
in the West; but not totally.

Those forest areas offer an opportunity for wholesome emplOy-
ment, job instruction, of . tremendous importance. On the ohe hand,
you are giving people a job; on the other hand, you are renewing
renewable resources. Maybe this is not the place to say it, but if
we keep at it the way we are, not tending to our forests, we will
have denied at least my grandchildren any chance for America to
have a real forest products industryin this country.

Mr. MEEDS. What effect on the price !if logs and lumber would we
have if we increased the yroductivity of our Federal forests by 20
percent to 40 percent? It is bound to bring the price down, is it not?

Senator HIIMPIIREIr. Absolutely. Not only that, you are talking
about protecting your environment. You are talking about clean air.
You are ,talking about soil conservation. You are talking about clean
lakes and clean rivers. One of the best ways to have all of that is fo
have proper tree, planting, not just in forestsut also as a part of
the aesthetic value of the- cofintryside.

Congressman, we could put to ,work a half a million young men
and women in tree planting in .this country in 6 months.

Mr. MEEDS, That is right, and have all of the benefits we have
.alked about.

Senator Hunn,Hunr. It costs $12,000 a year to ihcarcerate a person
who is guilty of crime. That is the average cost. In cmmty jails, it
costs less, maybe $7,000 to $

j
8,000. For.$10,000 a year or $8,000 iiyear

or $12,000 a year, you can employ young people. They would ump,'
at the chance for a job. .

We proved if once with. the CCC camps around. I am not saying
you reveft necessarily back to what you had, but it can be done, and
done under expert guidance and instruction. We could do Much of
this, I might say, with existing personnel, existing.supervisory per-
sonnel. z

My State has large timber areas. We have thousands of young
people mit of work in the Twin Cities. We have hundreds of them
out of work in Duluth, Minn. I listened this'morning on the radio, as
I was leaving, 19,000 people this yfeek exhausted their unemployment
benefits; 15,000 have done so last month; 34,000 peopleI do not
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know how many morein the _last two times I have been home,
341000 people, it was announced, lost their compensationIenefits. Our
crime rate among youth is up and up. Our unemployment rate is
still. over 7.5 percent for my State.

We *desperately need reforestation. TV's is tht lifeblood of our
economy. Forestry isthe third laraest industry in our State. For the
Federal ,GOVernment to sit around'knashing its teeth and beating on
it&breast about ivelfare cheaters and what liave youand about the
juvenile delinquency and not to do something like this, Congressman,
to me, it is horrible

Mr. MEEDS. I am sure you are aware of the 'bill over 80 of our
colleagues have sponsored called the Young Adult Conservation
Corps, expansion of the YCC, that fits very well in these concept.51.--

§enator Thmn,m1sy. Very definitely. I was author of the Job
CorPs, tor examplei of the industrialized type Of training you could
ciet.

MrilgEns. This is a ireplca of the 0,4 CCC concept that we hope
we w be i c,narkin up in the subcoimpittee right after we come back
from recega,

Senator Ijtimrtinzt. Congressmani:;and'iny colleagues here, let me
tell yon sOmething I know it sounds as if it is very repetitious. We
have -got, to show, the :American people the difference baween payhg
bills for triMe and relief and welfare and investing in human re-
sorceand productive goods: Wkure just goiog to go-broke-doing
what we are doing. , . -
' :The crime b1l rn4his conntry is So staggermg, it is icaounting every
:day. It is becoming a national scandal.

On the one hand, over fiere is the welfare bill that :yoti.Saw this
morning, and we have p,eople, many that spend their tithe arguing
about the cost of thiS meaSnre, called H.R.50-.

You know if somebody were. to tell .the-that this bill costs $30
billion, if they were to say-Lbwhich of (purse, they would netI
Vvould say, what,lkhargain, what a bargainlhat would be."-Even then
you would be aaving yourself billions of dPllars."

Nobody has put_in -the cost "figums tin any Of this Jegislation, the
cost'of crime. There is no ,way, . Mp.,Chairthat;5 that We are going to
stoP juvenile crithe by niore cop's, thore poll.ce:. No wayNo way you
are going to stoP juvenile crime by going ft:round tellmg them they
ought to spend more tithe-in a.IIkilfWa*. Rouse or something, as im-
portant as that is. YOu have to give them 'work.

It is about time we made up our mind to do so. A consider Con-
gress derelict unless they do this. Whatever 'we do' in overall legisla-
tion,if we do netget Our people back to doing soniething.constructive
in these great cities of ours, we are 'going to have guetrillawarfare in
this country. We are going to have tlie kind of corrosion and erosion
of spirit that would be devastating 4 us. I really beg of you to
act.

By The way:, Congressman, I want to thank you for what you have
done on the jobs bill, on the public service -jobs bill, the leadership
you have taken over here, you and your colleague&

DX-Nrns . Thank you. .
-Mr. MEEDS. Thank you very.much, ge!lator.
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Mr. DANIRT-q. I would like to recognize the co-aufhor of the bill,
Congressman Hawkins.

Do you have any questions?
Senator HIJALPIIREy. There is nothing I Can tell Qiis Hawkins.
Mr. HAWKINS. I was croino. to say the same thing, but in the, .

reverse. r
. I think that Senator us phrey's remarks have heat excellent, as

usuol; and he has really ht.out the, salient points, with which I
fullagree. I th sW.. tha onhe happiest experiences I have had
in my 40 years of p servite.haS been on a piece of legislation ot
this kind with Senator mphrey. He. certainly 'has be:en a great
inspiration and of great ass ance to.me_

.I want to congratulate t Senator for his vision and.foresight and
his (Treat capability and piratioh'ivhich he has givya to alrof us.

.With that compliment, I would just like to conclude.
Mr... DANIELS Senator, once again, I would like to thank.you for.'

your appearance end. testirhonY. It is always a delight to listen toyou.
Senator HUMPHREY. Thank you very mach. We depend on'you to

get action, Mr. Chairman.
r Mr. DANIEfkl.' W vffl no w conclude today's hearing's..The,

mittee will 'reconvene.* room. 2257 at 9 mm. on Wednesday morning.
to continue hesaringS': on .this bill.

. [Whereupon,: at'12.:85..p.m. the suhcominittee recessed to reconvene
.

for further hcp.rindafe0"a.mc on Wednesday, April'14, 1976, in room:
2257, nayburn rlouse. Office tuilding.]
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FULL EMPLOYMENT AND BALANCED GROWTH ACT OF
1976

WEDNESDAY, APRIL 14, 1976

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON MANPOWER, COMPENSATION

AND HEALTH AND SAFETY.OF THE
COMMITTEE ON EDUCATION AND LABOR,

Washington, D.C.
The subcommittee met, pursuant to notice, at 10 a'.m. in room 2257,

Rayburn House Office Built ling. Hon. Dominick V. Daniels (chair-
man of the subcommittee) presiding.

Members present: Representatives Daniels, Hawkins Meads, Quie,
Esch and Sarasin.

Staff present : Daniel Krivit, counsel; Saralee Schwarti, research
assistant ; Nat Semple, minority counsel associate.

Also present : Dr. Alan Greenspan, Representatives Conyers, Don-
ald Fraser, and Bella Abzug.

Mr. DANIEI.S. The Subcommittee on Manpower, Compensation and
Health and Safety will come to order.

, This morning we begin our hearings on H.R. 50, the Full Employ-
ment and Balanced Growth Act of 1976. A mark up will occur im-
mediately after our return from the Easter recess. Notice *ill be
given to all members of the subcommittee as to the dates.

Our first witness this morning is Dr. Alan Greenspan,. Chairman
of the Council of Economic Advisers. Mr. 'Greenspan; we are happy
to have you.

'STATEMENT OF DR. ALAN GREENSPAN, CHAIRMAN, COUNCIL Ot
ECONOMIC ADVISERS

Mr. GREENSPAN. I am grateful for the opportunity to appear be-
fore this subcommittee to discuss the views of the Council of Eco-
nomic Advisers on the proposals embodied in H.R: 50, The Full
Employm ent and Balanced Growth Act of 1976.

This is a set, of propOsals which, if adopted, would have major
effects upon economic policy, the policymaking processes of the Fed-
aril Government, and the economy itself.

These proposals therefore deserve our closest examination. I might
add that the discussions which have accompanied the bill and the ,
issues which it raises have enhanced the educational processes that are
important in economic policymaking. I think we certainly look for-
ward in discussing the details and the concepts involved at great
length as we go on.

(423)
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Mr. DANIELS. I am glad to hear it.
Mr. GREENSPAN. The bill has several major, provisions which I

would like to address this morning. It would establish a single nu-
merical goal for full employment and commit the Federal Govern-
ment to the achievement of that goal within 4 years.

The numericargoal is specified. as "a rate of unemployment not in
excess of 3 percent of the adult Americans in the civilian labor
force." The bill also specifies programs and policies to be used in
'attaining the unemployment rate goal.

If the unemployment goal cannot be achieved through the use of '

standard fiscal and monetary policy measures, it is to be achieved by
assigrnng an employer of last resort role to the Federal Government
and "through reservoirs of federally-operated public employment
projects and private non-profit employment projects."

The interpretation of the 3 percent adult' unemployment rate goal
is subject to some ambiguity. There are differences between the H.R.
50 and S. 50, and it obviously does make quite a significant differ-
ence with respect to what the unemployment target in fact is..

It makes a significant difference whether "adidt" is takento mean
persons age 16 and older, age 18 and older, or age 20 and older. If
the 3 percent goal refers to those 18 years of age and older, it would
be equivalent to an unemployrnent rate for the entire labor force of
aose to 3.5 percent given the present compoSition of the labor force.

If it refers to those age 20 and over it would be equivalent to an
unemployment rate for the entire labor force of about 4 percent. The
16 and older definition in H.R. 50 corresponds to our actual total
unemployment concept, and therefore is equivalent to the actual pub-
lished aggregate number.

But regardless of how these terms are eventually specified, it seems
to me that there is a more important issue. Implicit this legisla-
tion, and indeed, in any meaningful economic definiton of full em-
ployment is the presumption that employment means productive
jobs; jobs supported by productive facilities which enable the high
levels of productivity and hence the high wages which are the hall-
mark of the American worker.

When we speak of full employment our goal is not a statistic, but
a labor market characterized by high employment and productivity.

There are only two ways to pay a high wage for a particular job.
tither there is sufficiently high output per manhour in that employ-
ment to generate-the real income implicit idthe wage, or the differ-
ence is paid by someone else in the economy through a transfer or a
subsidy. In that sense, putting people on a public payroll'in an un-
productive job is not much different from unemployment insurance
since the activity that is taking place contributes relatively little to
the total national product.

We may call it a job but in an economic sense that, doesn't make it.
one. Hence I think it is important to recognize that productive em-
ployment should be imRlicit both in the concept of full employment
and in an_y number we might use to designate the unemployment rate
associated with full employment.

There are great difficulties involved in specifying the appropriate
minimum unemployment rate. ,Our goal should be to produce the
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highest level of productive employment which is "Sustainable over the
longer run.

What that level is at any particular time is far easier to specify
when the economY is already operating in the vicinity of full em-
ployment.

Under those conditions one is better situated to judge the balance
or the tradeoffs between erriployinent, capacity, and a number of other
factors whose interaction is vital to achieving and maintaining a high
employment stability.

. .Our policy should focus on expanding economic activity as rapidly
as feasible until we achieve that qualitative state. Specifying an un-
employment number in advance does not, in my judgment, add much
information to the economic Peaky decisioninaking process. ,

Suppose, for example, today we were to choose a 4 percent Unem-
ployment rake goal, but when we got into the vicinity of 4 percent we'
found -that we could, in fact, achieve and sustain an even lower un-
employment rate. Under these conditirs we would clearly attempt
to reach the lower rate.

In that instance the 4 percent objective would not have served a .
particularly useful .111 t)Ose. On the other 'hand, suppose we discov-
ered significant pres.,11re with resPect to the utilization of resources
when'we reathed 5 percent, just to Choose a number.

It would be clear at that point that an effort to reach a 4 percent.
unemplovmdit rate would create, destabilizing economic forces which
eventually could very well posh the economy into a recession and
send the unemployment rate back up.

-.However, if we were committed at that point to achieve a 4 percent
unemployment rate it would be more difficult to resist the pressures to
do .so. It, therefore, seems far preferable to slrhro to achieve the
qualitativa condition of full employment .as quickly as we are able
to'do so.

Having a, specific numerical, objective in advance does not seem
to:be especially helpful and it Mighl make the achievement of stable
full'employment somewhat more difficult.

The approach incorporated in .H.R. 50 relies heavily on the ability
of the economies profession to plan or to outline fairly precisely the
path that must be folloWed to achieve and then maintain full em-
ployment.

I find the thrust of this argument troublesome. It presumes a de-
tailed forecasting capability which iS far beyond any realistic assess-
ment of the ptasent or immediately foreseeable capability of the eco-nomics profession.

, A modern industrial economic system based even parily on market
phenomena is so complex that any model or statistical abstraction,no
matter how complex, is still w grog& oversimplification of the
namics of the system.

Models can never expect to achieve more than very rough approxi-
mations of the dynamics othe real world. These approximationA areMost useful but they fall significantly short of the analytic and fore.;
casting requirements of the approach envisioned in H.R. 60.

Moreover, try as we might, it will be difficult to Separate political
considerations from the planning process. The Federal Government
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would sanction certain growth paths for total demand which would
presumahly be consistent:With the unemployment targets.°
- This goal related projection, however, is almost certain to go
wrong. For clearly, whatever comes oUt of the straight forward pro-
jection based, on average historical relationships will surely be con-.

- sidered inadequate by the political process setting the goals.
Instead of basing. the targets on the average expectation cranked

out by the analytical process, there will be a tendency to adopt more
; optimistic and, by definition.less probable sets of projections as tar- .

gets or as standards of performance. This would place the goals in
the outer range, if not at ,the absolute extremes, of real groWth, un-
employment. and inflation'possibilities.

Conseqltintly, as,,,re4 events unfold, the economy ,will .have ileen
found to hiwelth shojtgf the desired levels of production, em-

. loymenyitneome. infla,tion!,'. et cetera. This in turn' will mean that
either t4:gbals :6e, abandoned or the Government will intervene
further RI tbe system. to etirreet the "fault."

in 'Ha: 50V'specifications that the Federal Governmeni .

set not.otily, econOmiC goals but the particular policies that will get
us here, il4th,4,-pteSumption that our.theoretical underpinnings enable
us to construct and successfully follow such programs.

Since. such a view is unrealistic, what would H.R. 50 mean in prac-
tice If, the detailed policks fail to achieve the specified goalsk'as
117;ractica1 matter public service jobsbecome the means to achieve
the 3 percent. unemployment goal.

For this reason, I believe we must examine the impael.of expanded.
public service employment as a means of achieving our goal of full
employment.

On 'the basis of experience with moderate-size public employment
programs, numerous stUdies have concluded thait puMic jobs .pro-

. grams do not ultimately create significantly more jobs than any other
type of current policy, whether it be in the form of tax cuts or in-
creased Government spending .for other purposes. .

In fact, the 6videnco suggests that after 2 years as much as 90
percent of those public sector jobs that were -funded would have been
created anyway through 'ongoing State and local efforts.

What happens is that State and local governments substitute Fed-
eral funds for their own funds as they expaiid. The additional Fed.:
era] money enables State and. local governments to lower taxes or .

raise them less thltn they otherWise would have. In this sense, a good
deal of public employment hinds indirectly beeomes a form of gen-
eral grants to State and local, governments.

e do not have eXperienc e. with the large-scale public employment
projects conftmpiated in H.R. 50. As 'it result, the narrowf extension
of our most recent experience is not wholly applicable.here.

Millions of jobs would have to be funded under these programs in
order to .reduee,the unemployment rate' as measured statistically to
3 of? it Percent.

larseale' public employment-programs would entail a major
increase in the number of worker's .Committed to relatively low pro-.
activity jobs in the public secto'r.l'his.weilld certainly slow the rise
in overall productivity and, hence in due standards of living.
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The programs would not contribute to the capital investment re-
quired to create the productive jobs needed to regain a sustainable
high employment economy.

Indeed, the heavy budget costs of fundino. the programs wouldI 'likely interfere With capital investment and' the badly needed in-
creases in job supporting facilities.
. In short, we would be creating thd types of problems which con-

front other countries where bloated .public sector employment has
become a.serion4 impediment to growth, progress, and stability. This

--approach has proven to be shortsighted and cmmterproductive. .

There ;is 11o...question that extremely high unemployment [Mei the
hardships aSsociated with it is one of the most serious problems cur-
rently confrontidg this country. .

It is important however in.devising policies to examine the nature
of the problem caiefully so that the remedies are 'applicable and do
not focus on sdmething other than the real problems.

There is, for example, an implicit notion in many unemployment
reducing programs that unemployment is a stable and unchanging
condition for those. who are unemployed.

In reality our labor markets are characterized by an extraordinary
amount of.churning, involving entry and ex,it from the labor force
and mo,ye.s between jobs, occupations and geographic areas. The
statistics suggesttthat unemployment is more generally of relatively
short duration and experienced by a significant proportion of the
labor force. '

There wereklose to 8 million unemployed on average every week
during 1975 and there are likely to. be perhaps 7 million this year.
But it is not the same people who are outof work month after month
for periods of years.'

If that were the case very,snecific economic policy remedies would
have to be directed towards"that problem. But the problem is quite
different.

On average, based on Past experience, we can estimath that ap-
proximately 25 million different people experienced one or more
spells of unemployment in 19n, and perhaps one-third or More of
these experienced at least two spells.

On average each spell Of miemployment approximated 2 months
and a large proportion.offspells was of v short duration,--several
weeks.

TIms.the approxiMately 400 Million tota weeks of unemployment
experienced by our average' 93-million work force- in 1975 was char- :' .
acterized by a significant amount of turnover Within the unemploy.
me.nt. rolls.'

Clearly if we are to confront appropriately the problem of severe ..
unemployment it.is important to recognize it for what it actually is.
Public service jobs are noi a sensible solutidn for short duration un-.
employm.e4.

In fact, by taking a worker out of the labor market it may actually
inhibit the normal processes Of job search and productive reemploy-
ment.

Although most unemployment is characteriZ'e d. by:bightilrnover
and spells of short duration some is of a seXT:ere and..prolimgeit'.nature.
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When an individual who 'has been specifically trained to do a par-
ticular job loses that job it is often difficult to find another job that
uses those skills.

When skills are not readily transferrable there is a structural
problem that can be very painful to the worker caught in that
position.

It is sometimes said that programs targeted to the long-term un-
employed might be used to eliminate some of this type .of unem-
ployment.

However, there is no reason to believe that public jobs 'can be
eisily matched. to the precise 'skills of these displaced workers. In
fact, a public employment job that does not utilize these skills simply
delays the readjustment processthe job training or relocation. that
must take place for the -worker to become productive again.

Taking all of these factors into account, unemployment insurance
coupled with job training programs for the long-term unemployed
would appear to be the most appropriate response to our problem of
excessive unemployment. It cushions the financial hardship asso-
ciated with unemployment, allows time for job search, relocation, andretraining.

,
Our goal should be to achieve the reestablishment of a stable econ-

omy, the generation of productive job opportunities and a risina
standard of living. Under normal circumstances thisroblem is decult enough.

There are some compelling reasons, however, for believing that it
may be more than normally difficult in the next several years.

The employment of our labor force in productive jobs in the pri-
vate sector of the economy will re,quire a very large increase in capital
investment.

Not only must we proVide the tools, the plant, and the equipment,
we must also provide the investment required by the environmental
and ,the,safety legislation which is already on the books and by ourenergy .objectiVes.
.,, The studies of Capital requifementS are not precise. The basic data

.1 'on oiir,preSent capital .Stock.cit capaeity .are among the weakest Of
otir,-0ConoMic.StatiSties. . ' :....-

FurtherMore: a Twig Series of assumptions and qualitative jade.
ments arc .i.equired co; estimate future capital requirements.

intO.aecount our employment, productivity, environmental,
safety.ind :Ont energy goals busmess investment wOuld have to awn
age 12:pergentOf GNP from 1975 to 1980.

.By comparison between 1965 and 1974 investment averaged 10.4
peicent of 'GNP. This sounds like a small change but it actually.
vtould represent large shift in the allocation of resources.

Real 0,NP in 1976 will be somewhere in the neighborhood of $1,260
billiont, and 1 percentage point would be about $12 billion. But that
1 pircenOtge point is equivaknt to an increase in busines§ investment
of about:10 percent and that would have to come on top of the normal
CYdiral-increase.in investment which would occur in any event.Ana would have to be maintained for ti years. Investment is un-
fikely to. exceed 10 percent of GNP in 1975 and 1976 so that invest-
Ment.tatios well in excess 'of 12 percent will be needed in the next4 yeals'to put the required capital in place.
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4 Without the investinent required to produce the jobs and the pro-
ctiCtivity growth we will not achieve the increasing standard of liv-
ing to which we have become accustomed.

Indeed, short of ftindamental and improbable changes in our in-
:. itntions or In our patterns of behavior, madequate investment could
'prevent the attainment of high-employment conditions and prke
stAbility even if we 'were to accept the lower rates of productivity
increases. e

Thank you. Mr. Chairman.
[Prepared statement of Mr. Greenspan follows :]

PREPARED STATEMENT OF ALAN GREENSPAN, CHAIRMAN, COUNCIL or Ecorioltio '.
ADVISERS

1 km grateful for the opportunity to appear before this Subcommittee to
discu the views of the Council of, Economic Advisers on the, proposals
emhodi n H.R. 50. The Full Employment and Balanced Growth Act of
1976. This a set of proposals which, if adopted, would have major effects
upon econo ic policy, the policymaking,processes of the federal government,
and the eonomy itselt These proposals therefore deserve our closest
examinati ..

The bi has several major provisions. which I would like to address this
morning. It would establish a single numerical goal for full employment and
commit the Federal government to the achievement of that goal within four
years. The numerical goal is specified as "a rate of unemployment not in
excesS of 3 percent of the adult Americans in the civilian labor force."
The bill also specifies programs and policies to be used in attaining the

. unemployment rate goal. If the unemployment goal 'cannot be achieved through
the use of staridarl fiscal and monetary policy measures, it is to be achieved

,by assigning an employer of last resort role to the Federal government and
"through reservoirs of federally-operated public employthent projects and private
non-profit employment projects."

The interpretation of the:3 percent adult unemployment rate goal is subject
to some ambiguity. It makes a significant difference whether "adult". JR taken
to mean persons age 16 and older, age 18 and older, ,or age 20 and older. If
the 3 percent goal refers to those 18 years of age and' older, it would be
equivalent' to an unemployment rate for the entire labor force of close to 35
percent given the present composition of the labbr force. If it refers to thone
age 20 and over it would be equivalent to an unemployment rate for the
entire labor force of about 4 percent.

But regardle8 1 of bow these terms are eventually speCified it seems to me
that there is a more important issue. Implicit in this legislation, and indeed,
in any meaningful economic definition of full employment is the presumption
that employment iricans productive jobs; jobs supported hy productive Men-
thes which enableWM high levels of productivity and hence the high wages
which are the hallrbark of the American worker...When we speak of full
employment our gosj is not a statistic, but a labor market characterized by
high employment arid Productivity. '

There are only two imays to pay a high wage for a particular job. Either
there Is sufficient* \MO output per manhour in that employment to generate
the real income irnplicit In the wage. or the difference IS paid by someone
else in the economy throfigh etransfer or, a subsidy. Putting people on tt
public payroll in a nproductive job is not much different from unemploy-

little to thri total na 'dal produCt. We may call it a job but in an economic
mont insurance sin he activity that is taking place contributes relatively

sense thnt ,doesq't mOe it one. Hence I think it is important ta recognize
that roduatiVe employment should be Implicit both in the concept of full

ra k ssoc lated wit
empl ment and In any umber we Might use to.desighate the unemployment

employment. I

'Meat 'ia ur;:goal should be to produce the highest level df
tiel3 Involved in specifying the apPropriate minimum. are grfaA.

tiVe O which is sustainable Over the longer run. What that
144 lar.time la far, easier to apecify when the economy Is

a red 6 the vicinity of tull employment. Under those conditions
....$0,
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one is better situated to judge .tt4,e balanee Or the tradeoffs between employ-
ment, capacity and a number of .other Wtors whose' IntAractipn is vital toachieving and maintaining a high empl(4thent stabili*OUr 'policy !,dmuld
focus on expanding economic activity as rapidly as feattble until we achieve:that: qualitative. state. SPecifying an unemployment ntutiber in advancerdoes not, in my judgment, add much information to the economic 'policy
deelsionmaking process. 'Suppose, for exaMple, today, we were to thoose a
4 percent unemplOyment rate goal but when we got into the vicinity. of 4
percent we found that 'we could in fad achieve and sustain an even lower;
unemployment rate. Under these conditions we would clearly attempt to reach .the lowbr rate: In that instance the 4 percent objective would not have
served a particUlarly useful purpose. On the other hand, suppose we discovered
'significant presaure . with respect to the utilization of resources when we
reached 5.0 percent, just to choose a number. It would bev.clear at that pointthst an effort to reaeh a 4 percent unemployment rale wtfud crOate de-stabilizing economic forces which eventually.could very well'imsh°the economyinto a. recession and..send the unemployment rate back i.1Inikever, if we
were committed at that point to achieve. a 4 percent unemtWMent rate itwould be more difficult to resist the pressures to ,..do . so. It, therefore, seemsfar preferkble to strive to achieve the qualitative condition of full emploviaentas quickly as we are able to cio so. Having a specific nunierical objective. In
advance does .. not seem to. me ,to be especially helpful and . it might inalle the.'
Achievement .of stable.' full employment seinewhat more 'difficult. . .The approach incorporated in H.R. 50 relies herivily on the .ability of the
economics .professkin to plan or to outline fairly preelselY the path' that mustbe -.followed 'to achieve and then maintain full ,eniployment. I find the thrustof this argument troublesome. It presumes a detailed forecaSting capability
Which is .far beyond any realistic' astessment of tlie present or .lramediatelYforseeable capability of the e'conomics profession.

.A modern industrial economic system based even partly on .market phe-,

nhmena Is .so complex that any model or statistical. abstractio , no matter. how complex, is still a gross oversimplifieation of the dynamics f the ustem.
Models can neVer expect to achieve more than rery rough aPproximations
of the dynarhies 'of the real world. These approximations are most useful hutthey fall significantly short of the analytic and forecasting requirements ofthe:approach envlsioned in tilt 50.

. ... Moreover, trs as We might, it will be difficult to separate political con-
eiderations from the planning process: The Federal govdttiment.would sanctioncertaln growth paths for total demand which would pregulmbly be con-sistent with the unemployment targets. This goal related prOjection, however,is almost cerfain to go wrong. For clearly, whatever conies .Put of thestraight-forward projection based on average hiitorical relationships will
surely be considered inadequate by the political ,.process setfing the goals.'Instead of' basing the targets on the average expectation cranked out by Abe
analytidal process there will be a tendency to adoptinore optimistic and; bydefinition, less_probable.,sets of projections as targets or as standards of per-
formance. This would place the goals in the outer range, if not 'at the absolute.extretnes, of real growth, employment and inflation possibilities.

.Coniequently as real events unfold, the economy Will, have been found tohave fallen short of the: destred levels of production, employment. inpome,Inflation, etc. This in turn yrill.mean that either the goals will he abandoned
or the government .will interyene further in the system to correct the "fault".Implicit in H.R. SO's speclileation that the Federal government set not onlyeeonomic goals but the particular policies that will get us there, is the pre-sumption that our theoretical underpinnings enable us to construct and7 suc-cessfully follow such progliams.

Since such a view is unrealistic what would H.R., 50 mean in practice?If, the detailed poticieS fail to achieve the specified goals, as a practical matter
public service jobs become the means to achieve' the 3 percent unemployment
goal. For this reasori I believe we must examine the impact of expanded publicservice 'employment as a means of achieving our goal of full employinent.

On the. basis 'et...experience with moderate sizei public employment,programs,
norserons"Studies...1mVei,coneluded that public jobs program do noli hltimately 43reste sieniiiraniTy inrtrd jobs than any other type of current policY,' Whether
lt .14:11.1.1fthe .tornt of .fax cuts or increased government 'spending 'Air other
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ptirposeat In faeti, the.. eiddeneer. Suggest's- thah after two years as çueit '4;114'; ;
'percent or t.hos:public sectot jobs-,that :Were funded Wauld have n created% ,
alayWay throUgh oughhig state and ioeal efforts. Whitt happen is that..:State ,

athl loCalgttvertnnent's substitute federal funds for their own funds na...tney!,-,'
expad. The additiónal federal money enables state and ',local governmentS,..;
to. leiver ...taxes or 'raise them les,s than they otherwise would have. 'In'thie ...;
sense, a' good-deal .otimblic emPoyment funds 'indirectly becomes a "form, 4.-
general grants to state and local governments.

. We do not have experience with the large scale public employment Projects
contemplated in ILA. O. Millions of jobs .would have to be funded under these
programs, In order to reduee the Unemployment rate as measured statistically
to 3..or .4 percent.

Such large scale public employment programs would entail a major increase
in the number of workets committed to .relatively low preductivity jobs in;7the
public sector: This would certainly slow the rise in overall 'productivity and
hence in our standards, of living. The programs would not contribute to the
capital investment requtred to create the 'productive jobs needed .to regain, a
-sustainable high eraPloyMent economy. Indeed.) the heavy budget costs of
funding the programs' windd likely interfere with capital investment an*
the badly ncededincreasesOn job supporting .facilities. In short, we would be
creating the types of problems which confront other countries where bloated
public sector employment has become a serious ituPediment to growth,
progress and stability. This approach has proVen to. -be shortsighted ...raid
counterproductive.

There Is no question that extremely high unemployment and, the hardships
associatCd with it is one of the most serious problems currently confronting
this country. It is iMPOrtant however in devising Policies to exasuine the
nature of the problem carefully so that the remedies are applicable and do
not focus on something ether than the real problems. There Is, for example,
an implicit notion in 'many unemploynwq reducing programs that unemploy-
ment is a Stable and unchanging condition forthose -who are uneniployed. In
reality ourlabor Markets are characterized by an extraordinary amount of

. churning, inyolving entry and exit from the 'labor force and moVes betweenm
jobs, occupations alfir geographic areas. The statistics suggest that `unem--'
ployment is more 'g.enetityfyr of relatively short duration and experienced by
a. significant' proOrti0tir4lie labor force.

There, were close :to:VD:Onion unemployed on average every week during
1975 and there kre 'be perhaps 7 million this year. But it is not the
same people whOt.tife'.pht.V work month after month for periods of years.
If that were the.-lrose...Vety1.93pecific economic policy remedies would have, to be
directethtoWardslhar.PiOhlem. But the problem is quite different. On average,
based- on:-,Past exiftiente, we can estimate that approximately 25 million
different' people experienced one or more spells of unemployment in 1975, nnd
perhaps one-third or more of these experienced at least two spells. On average
each spell of unemployment' approxLmnted twe months and :a large propottfon'
of the spells was of very short duratfonseveracweeks. Thus the apPidii-
mately 400 million total weeks of unemployment experieneed by our average
93 m Kloyi work fotof in 1975 was characterized by a significant amount of
turnoM within the unemployment.. rolls;' Clearly if we are to confront appropriately the problem of severe unem-
ployMent it is important to recognize- it far" what it actually is. Public service
jobs ate not 'a sentsible solution for short duration unemployment. In fact, by
taking a worker out of the labor market it maY actually inhiblethe normal
processes of joh search and...productive reemployment.

Although most unemployment is characterized by high turnover and spells.
of .short duratiOn some is of a -severe and prolonged nature. When an indi-
Kidual who has been specifically trained to find another job that Us'eS t

When skills are not readilY transferable there. is a .structure ''''
that can he very painful to 'the Worker caught in thaa*sifion. It is
times said that programs targeted' to- the tong term uneMpkYvd ritigN be u
eliminate some of this type of unemployment. HoWever, .there is, nd

, to believe thah, public jobs can he easily .rnitcped to the pracise skil
these displaced Workers.' In fact, .a public ,eMployment job that does
utilize these skills siniply delays .the ,readj.ltfitMent proc saqe job train
.or relocation. that Must take plaee for.the'sw5iker to beco e produdive aga

t '
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Taking all of thehe factors into account unemploYment insurance coupled with
job training programs, for the long-term unemployed would appear to be
the most appropriate response to our problem of excessive unemployment R
cushions the financial hardships hssociated with unemploYment, allows timefor job stearch, relocation and retraining.

Our goal ,should be to achieve'the reestablishment 'of a:stable economy, the
generation bk productive 'job Opportunities and a rising- standard of living.
Under normal circumstances this problem' is difficult enOugh:-Thei-e are some
compelling reasons, however, for- believing that it may be more' than normally
difficult in the nett aeveral years. The emplojment of our,labor. force in pro-
duCtive jobs in the private seetor of the economy will;.require a very large
increase in capital investment. Not only must we proviae the tools, the plant ,and the equipment, we must also provide the inv%stment required by the,
environmental and ,the safety legislation-which is alrfihdy on the books and byour energy objectivs.

The studies of capital requirements are not precise The basic data on (Mr
present capital stock or capacity are among thOveakest .of our economic ata-
tistics. Furthermore, a long oteries. of assumptlens and qualitative judgments
are required to estimate future capital requirements. Taking into account our .
employment, productivity,: enhironmental, safOty and (Mr energy goals business
investment wouldi have to iMprage 12 percent of GNP from 1975 te 1980. By
comparison between 1965 and 1974 investffient averaged 10.4 percent of GNP..
This sounds like a small change but it actually would represent ,a large ahift
in the allocation of resources.' Real GNP in 1976 will be Someithere in the
neighhorhood of $1260 billion, and one'percentage point would be about $12
lion. But that -one percentage point ls equivalent to an ',increase in business.
investment of about 10. percent aml that would have to come on top of the
normal cyclical ihcrease'in investment which would occur in any event. And-it
would have tb bp maintained for five years. Investment is unlikely to exceed
10 percent of GNP in 1975 and 1976 so that investment ratios well in excess of

,... 12 percent wilebe needed in the'next four years to put the required capital.in Nice.
Without the investment Fequired to produce the jobs and the productivitygrowth we will not achievethe increasing standarclof living to which we have

beCome accustomed. Indeed, short of fundamental and improbable ehanges In
our institutions or in our patterns of behavior, inadequate invesement'tóhld'
prevent the -*attainment,of high-empioyment conditiona and price.htability 'even:If we were to accept the lot:ver rates of productiiity increasea. .;

'Mr. l5A-Ntr,Ls;Mr. Greenspan, I want to thank you for your com'-
-preliensiVe stateinent. If I may direct your.attention to page 3 of the
statement, you discuss the importame oremployment being produc-
tive..Please'tell me what your definition isof productive jobs and
nonprothietive jobs. .

Mr. GREENSPAN. FirSt, of all, Mr. Chairman2 virtually any human
effort has 'some prOdUctiTeness in it. An activity which one can say
is truly withotrt any valtie whatsoever is very rare.

Consequently, in that-sense, the term productive is,a,relative term,
whose importance is. :partly in ..relation to the issue ..,04the wages ".

very iMportant. for us to recognize that *ages are basi- ,
Lally paid out of prodnetio,..fi.

Wages are obviously'u'ineohanism by which claims to real goods are
transferred._ As a eonSequene'e, I think the term should be used in
relationsip to -the noMinal wages paid.

. . ,

In evaluating our couceitts, Of full employment, and .specifically
the role Of public service emploYment as' jobs we often -disregard this-.
concept. Even. though all public service jobs presumably Will ,,pro-
duce sonae goods and services of 'value there, is a tendency feir the
wages.pai51 to be far.in excess of the actual output of those jobse:As

consectnence there is a tendency to 'fail 'to recognize, as I poiritOd.,..
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out in my stater4ent, that the priiauction 4n real income "prbduced by
other people; largely in the private seCtor, is beingtransferred-to the
public sector to make up the difference..

Perhaps an example would help clarify this issue. In a sitiktion
in which half of .all of the work lorce was in very low productiVity
public service employment jobs, and the people were paid the same
wages as in the private sector,. then, in effect, the people who are
producing in the iirivate sector wOuld be sharing half of what they
turned out with the people who awe working in public 'Service
emsployment.

o, the concept I um tryi'ng to communicate, is that whe4ze think
Of productive employment, it, is generally- implicit: that We really

. Mean jobs which are producing close to the national average on out-
put-per-manhour.

Mr. DANIELS. Dr. Greenspan, today wo :have approximately
300,000 .to 320,000 people employed under the CETA .prograrns. That

. is costing the U.S, Goveniment apprbxiniately $300 million. ould
you say these people are eligaged in productive employment ?

Mr. GREENSPAN. I:would say that the bulk, of them probably' are,
but largely because, as I point out earlier, that they are being put in

v.' employment slots that would have been created. in any event by
State and local governments. Behuse a large part of these job slots
would have, been required in those particular localities, there is a
strong presumption that these jiins have, been sanetioned as valuable'
by the citigens in those particular -localities. .

Mr. D.IELS. If your last statement is true then!, why does the
Labor Department and the administration object to rehirees?
'-Mr. GitEiNsritic.,The question really amounts
Mr. DAiirsvs. They are doing productive work, then what is .the

objective Of rehiring laid-off employees ti
'.; Mr. GREENMAN. You have to distinguish between the purpose of
thelprograms and their actual effect. The purpoee of the CETA p,ro-
grams has largely.been, in effect, tostald to the total jobs. involved,
and the- rehiring rules .telate to that original purpose or objective.
Even thoUgh the evidence indicaies that, for number of reasons
which are quite technical, the jobs are.being filled in sort of the reg-
ular slots, the purpOse of the legislation was to actually something

.; other than'that.
In that respect the CETA program fends to turn out to be a form

of grants to State and local governments. .

Mr. DANIELS. 'Dr. GrOnspan, on page 7 of, yoUr statement, yoit
state "the evidence suggebts that After 2 years as much as 90 percent
of those public sector jobs that were funded N4Ould have been created
anyway tlpough ongoing State and loCal

Hov do, yo.a recondile your statement with the Department of
:-!Labor; and the BFAV Subcommittee on AppropriatiOns, that . the

percentages of those reemployed Under CETA public service jobs
who' are rehirees is only 45 percent? ,

That statement was made on February 2nd of this year before the
:Appropriations Committee. .

r. GREENSPAN. There is a difference between the concept of 'mid-
rees and the issue Which I am discusSing here. First, despite the very

4 3 5
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S(ringent -financial problems total employment in State and local
governments in general has continued to expand at a fairly strong
rateby abOut 5 percent in 1975. Becanse State and local govern-
ment employment: riprmally increases some of that normal growth
thnds fo be funded by.these types of Federal funds.

The distinction s really not between rehirin those 'who were
originally .employeZ and subsequently laid off. The important -dis,
tinction is1 between those who would have been. hired in4ytny:eveiii
but financed tJiroith Jocal resources instead, of ..througlOthe CETA.
program.

.

Mr.-DANItIS..Let me refer to page '5'of your statemenrWhere yon
say that H:R. 50... requires Netailed fOrecasting capability which: is '
far, beyond any realistic assessment of the ;present of immediately
foiteseqable capability of the economies profession." What is the
alternative for establishing some models to follow I

MiS. 'GREENSPAN. Mr.. Chairman, 'Y think that the economics .prcifeS-
shin in the last 15 years has'made extraordinary progress' in refining
our techniques and thir capabilities.

We are now able to do a large number of things in,significant
detail and with agreater degree .of accuracy than ever lefore.

. But my. experience over the paSt 25 years :in building..very elabo-..
rate and complex models has made niii acutely aware of both the

.. advantages and the limitationS of our jorecasting capabilities. The
forecasting capabilities reqUired by,' the Standards, specified in I-I:R.
50 in my opinion exceed by a Considerable mdigin .the performance
that we as a.profession are realistically, caPable of providing.

Mr, Chairman, I have done through these itypes of exercises for
many years in .very great detailcand I do not believe that we .as yet
have the tools to do the tyPe pt detailed analysis, .the tyPe of accii-
!rate foreeasting that is, in fact,..fequiredby

. e:I would prefer that: the :sitnation were Otherwise. We work very'
hardhat improving ,our toolS and our techniques and I do 'not wiSh t
disparage our .capabilities because they are verY extensive. But e
standards which., are being set'in this legislation .are really quite'
beyond.what we tire capable of doing. ' ,

Mr. bitrams. You do not think it can be accomplished ?
Mr: GREENSPAN. I would saY at this stage *no.
Mr. DANIELS. Should we not try something new in order to get

the eConomy moving;?
Mr. GREli,NSPAN. I, think we know what is required to get the

'economy moving. Even though we cannot build huge econometric .models which will give us exact technical forecasts.of, the future, we
do have tools tO confront. the very serious problems we have today,

It is important tO develop policies which confront the problems
which we have, and which lay.e the highest degree of probability of
achieving the goals of fulj. employnient aS quickly as is feasible and "in a way which,when we get there, will enable us to maintain these
conditions. .t

Mr. DANIELS. Well, I am shre ythi must. admit that our economic
policies have failed. in the past several years when we have had such
an unprecedented rate of. uneMployment in addition thereto anunprecedentedrate of inflation.
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-While there has beena4me imProYernent in ..the paA 8 or 9 Months,.
nonetheless, I think We."are..moVing too slowly and a great' deal more
can be :aecomplished.

Mr. GREENSPAN.. I Weald'eertainly agree with you,..Mi. Chairman.
..The results of :economic 'policy .ervell_ the last numbers--of years has
ScarcelY produced results which we should look upon with pride. ,

hopefully, we have learned a number of lessons from. these ,expe-
rientes.'and it is, precisely. those lessons, which we should apply in the
period immediaely ahead.

I do notthink mySelf that this country can afford to go through
. .

again the:.:ettiemely tragic inflationLrecession. sequence which con-
irontett tts;;Lyear'ago. It-is terribly Urger& that in our endeavor to
restore to'it state -of full employment and prosperity as quickly as-
possible, that we do not create..even worse problems at .a later date.
It is very iMportant that 5oiir poltoies succeed 'in the period ihime-

. diately ahead and thatwe do-not induce the type Of secondary egonse-
quences, especially in regardlo..iSsne of inflation; which would'haVe
highly destabilizing 'effect upoil economic activity in the next 2:Years..

Mr.. DANti*Ls. Dr. Greenspan vow- are of the opinion that -the-
3Tereent goal; of adult .undmplOyinent will be achteved in. 4 ;years
from the date of enactment; assuming this legislation could be.
hcted, is iinattainabje or unrealistic. . ..

On Monday of this Week,- Senator hubert Hiiniphrey, coauthor of
sthted that seVeral European countriesFrance, the-United

.1-.ingdom, Germany,- SWeden, as. well .as Japan:-Lhad an average un-
ethployment rate of 1.8,pereent through the year§ 19G2 to.1973ovhile.

/ the-United States had an average rate of .5 percent. .

How ,iwould you account for .this disparity between the United
States and.,the other industrialized countries?

Mr, (4TIENSPAN., That, of courae, hae- been an issne .whiCh has puz-.
zied iGonomiSts over the...years. Those Speeialists who have attempted
to-evaluate it .have coneludedlmt I mist say to' vOu it is by no-.
rntairts._ a Knal conclusion at this stage-,-t iat the Aurhover or.. flte
mobility of onr 10m-force, is far greater tan .exiSts' virtually an-
place else in the world....

As a Consequence, .there- is far more chap mg of jobs., .or moving:
arMincl in this' country with a resulting significantly greater amount
of unemployment merely -from...these f.aotos. Unquestionably this
explains a good deal .of the differences.beca ise we can obserVe that
the incidence Or the.importance. of long tern unemployment is not
significantly 'different in .the United Statesi,t an in most:other coun-
tries. From what we can .judge, the major ifference tends to be in
.the dep.:be of shorter term 'unemployment. This inVolves the issues I
raised earlier regarding the question 'of spellS and turnove; and the
like.. . a,

As a nilmber 'of people, have indicated, it is not itk issue. which. is
explainable in terms of differences with retiect to regions'iind homo-

. geneity of work foreelf-yon thke, for .example, such labor force
categories as white, Males 20 years and Older, you still have higher
unemployment rates in the United States than, for example,'in ,the
Western European countries for comparable 'groups. ,
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.,.,,Mr. Daniels. You attribute then the major difference to the mobil-ity of the labor force/
-Mr. GREENSPAN. Statistically, to the turnover Of the labor force,'that is, to a far greater incidence of unemploYment 'SPells ,Rf rela--tively short duration, some of which are.the consequence of people

movmg, job changing, and the like.
fi,

Mr. Qum. Would the gentleman_.y..J 'eld?
Mr. DANIELS. YeS.

.

Mr. QUIE. To what extent hes it also been caused by people,from
southern European nations being a part of the labor force untilthere is -a turndown in Ihe economy, and ' then they go back toGyeece, Italy, or SPainl.

Gtar.ENsPAN. Yesthat 'does explain part of it. But I stillthink that eien if one *ere to make some 'allowance fok..the impor-/400.4 itnrnigrants in .Germany, for &ample, that Mein, ayeragelong-terin uneinployment rate has been beneath t1,25t of theTnited ,
St:!4.1.,*' ,:.1-:;,- .-- - .-#4.,Otre.:Thii`nk yob. , '. . ,.

, PeN.Fr.t.os. Dr. Greenspan, do you have any idea of th.e1111111.113e443r7w.
__.

Veffple:A040:ftie uneinploydd 15 weeks:or more during 'the years o,
r.G...... SPAN. Yes, the'ce is a published number.

Mr. DANIELS. Are those figures available /
Mr. GREENSPAN. Yes, sir.4 wantto emphasize that these numbe,rs

are themmtbers, of the. people who are unemployed aS of the timethe surveyis taken.
There is a somewhat different. concePt I woidd like to 'get.to iuminute, but just to read you seme numbers: In 1973, the tot 1number of people reporting duration of Unemployment in excess f, 15 weeks was approximately 800,000 when total Unemployment wa-3.4 million. - )In 1974, the figure was approximately 900,00Q wen- somewhat m ethan 5 Million were unemployed, and in 1975),Ife figure lost/ to ap-proximately 2.5 million when somewhat near 8 million pepple wereunetnployed. . ,

I might just add that there is a difference between this Concept,which we call duration of unemployment of those unemployed atany particular point in time, and the number, of people who havespells of unemployment on an average in excess of 15 weeks. 'I do not want to get into the technical or theanalytical'reasons. Itseems to be a contradiction, but it turns out that there 'is a substan-tially 'smaller proportioh okunemployment in spslls of 15 Weeks ormore relative to the averave than there iS indicated by these figures.Nonetheless, I might ada that no matter how one cuts it, the r9a1problem exists in long-period'unemployment and not in the shorterduration spells. Our public policies Should focus more on the peoplewho are out of work for protradtqd periods of time and not on what .for Vatt.nt of h better term would be celled the churning or the transi-tional component of our unemployment.
-$We have a tendency to think of unemployment as sort of a sin 'gle'problem. It is not a single problem. It is 614ously a far differentproblem for a black teenager in a ghetto than it. is for somebodywho is out of work as part of a particular transitional change. '
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But ii our statistics we- treat these in the same -way even though
they are .roally quite different problems which obviously require dif-
ferent soulions.

Mr. Erlitiovi.'s Thank you Dr. Greenspan. I now recognize the
ranking mtriority member of the subcommittee, Mr. Esch from

Mr. ESCH. Thank you, Mr. Chairman. I aniollesitant but I think I
will go ahead and relate an illustration that was told regarding one
of your predecessors.

It relates, I think, probably to the'question of to what degree you
and your profession have the capability to develop accurate moaels
and predictability.

It is about the man who. was the president of tt corporation and he
sent his personnel director out to find a handicapped economist, one
with only one arm.

He sent him throughout the country searching for a year for a
o!learmed economist. At the end of the year, the personnel director
-k:e back and suggested that indeed he had looked throughout the
titry and found very well qualified persons, but cadd not find

one with a handieap of only one arm.
He asked him why he demanded one with one arm, to which the

man .repried :
Well, I am just sick and tired of the economists coming in and telling me on

the on0 hand that "This ift, going to happen, and on the other hand, this is
golug to hpppen."

(Laughter.)
Mr. Esot. rollOwing that type of introduction, the economists in

the prese44ion that followed, I counted 5 times in which we stiff-
gested' t1*.tiltt3the one hand, this was going to happen, and on trie
other hand, this was going to. happen.

What you are really saying and the point of that story, Of course,.
is that what you are really Saying is that in spite of the capability -
of your profession, currently you would not feel cOmfortable having .
the degree of control necessary to bring about the-Attempt !at full
employment as required by this act. Is that right?

Mr. GREENSPAN. Mr. Esch, implicit in the requirements of the act-
is a statement of specific statistical goals, and a set of policies which
will lead us there.

That prestipposes that there is a theoretical structure which says.
"If you do this, this will happen and if you do this, that will
happen." I need two hands to do this.

(Laughter.)
Mr. GREENSPAN. We have found on too many occasions that the-

relationships which we thought were strong and inviolate and gen-
eral have broken down.

For example, a very specific efise which I think many of you are
probably very well Aware of : We have had over the years some very
reasonablv close relationships between money supply and economic
activitx. On .the basis of those relationships it was argued in the-

'early Months of 19751 that unless money supply groWth accelerated'
yery substantially the recovery which .was just then in its infant .

stage would,abort.
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Not only did we not get an acceleration in meney supply big it
turns out in retrospect that it actually started to lag. The economy,
as you well know, dirtnot fall into, a slump. On the contrary, it aced- ...
crated and it is still going rather strongly. In retrospect our inter-.
relationships between money ,supply and all of our other economic
variables somehoW went off the track.

As yet we do not know why. Now that.happens to be a very -fun-
damental relationship in, the processes which would be set up by
II.R. 50. If Yon specify that the Federal Reserve must inclicate par-
tieular policies-which will get .us from here to there, then them is an
implication both that there is :in interrelationship, that we know it
.in advafice and that it is stable enough to baSe poliey on.

let this .moment, until we can restructure and understand what it
' is that went wrong and what is going to happen as a consequence of

that, I ant not sure, that I could tell you very far in advance what
tire appropriate monetary policy would be to achieve a 5pecific goal.it Mr..Eson. Related to that, of coUrse,.is a question of contrOl; and-
what degree of control are you going to have, both in terms of the

witiployment policy and in terms.of wage/pricestructure?
What 'you are 'also suggeSting is that you do not .have the.,capabil.-

ity of determining centrally what controls are necessary.
.. Mr. GREENSPAN. Well, in a general economic sease the implicationt. !
of what controls are necessary,, presupposes that we know how they
Would wQrk, what their impacts would be, and that in fact, a
ticidar pThgram will achieve what the Congress itself is saying 5
be,achievect. Here again we get. into an area of grayness in our c n-
cerual uaderstanding which makes it very dillfeult .f.6knOw how-you,(yet from here to there.r, .,

Mr. ESCII. Related to,,the question, to our latc4Ancept, in terms of
GNI-9; and in terms of business inVestment, some7f us on that bill
before another committee .feel that what we oughtifo.do is to encour-

. -age more capital .as a means of producing more*nployment in the
privatelSector, and that; relating to OtherWestern -countries suggests
that we have leS5 predictability for the private' sector in. terms of-
capital formation than any other one. -

Would it, be an adequate or a desirable policy to encourage pre-
dictability for capital formation, or more predictability in fhe field
. of capital formationfor example-, with a permanent investment tax
credit standing over a period .of time to encourage capital formation?

Mr. GIMENSPAN. Mr. Esch, we 'believe that 'capital formation is
necessary 'ingredient to restore the type of full employment which
would be -based upon production jobs and the' type of prosperity

, which wa want to. achieve: ,

Th,c administration has put forth a number of proposals directed
at this--proeess. There i5 another latent element upon which pur
policy is based Which we may not have expressed in great enough
detail...

.

'One of the.major inhibitors of capital investment in this -conntry,
.and_in fact: abroad, has Been-the degree of uneertainty and Concern
about . futiire, both here and abroad. It is important to removethis un :fainty if we can and. te thereby contribute to th c. demand

l
- for capifal goods and also to the demand for consumer goods..
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.One of the reasons why the .recovery in the recent months haS been
better than we have projected is that there has been f1,11 unexpectedly
marked improvement in that vague ephemeral concept which we call
con fidence.

Butt one important-objective for economic policy is to create a situa
tion in which both incntives and the state of confidence in the fu-
ture is -adequate.for private seetor decisionmaking, the private sector
where people feel that they can buy, as far as households are con-
cerned, people must be able to regard the future .with sufficient cer-
taintv to be Willinff to buy homes, cars, or household gOods.- The
business sector in Alining facilities Which essentially convert liquid
assets into- fiXed asSets' with useful fife of 20 years and,more must
have some sense dr reason to believe that the rules of the gar" so to
speak, will -not be rapidlY altered all the tinie...Without sate sueht
state of eXpectations one has no sense.. of what type of .enygironment
that plant will bp .producing or operating in 15 or)20 years out. .

Mr. Escu. So. you are.suggesting not. only in terms of capital for-
mation policy. but something which. I have termed fmg lack of a
better-one, legislittien of certainty, that piailic policy Ought to create
that -stdiftion in which there is legislation of certainty, give predict-
ability-vex to the consumer and to.the potential investor.

Ur,OREENSPAN. I would certainly subscribe to that.
Mr. Escll. I want to get in, Mr. Chairman,. if I might, because I

think we .are at an int orestg pointI have suggested somewhat
facetiously that perl his committee and all of the congressional
committees like to t 1 trips to -find-out, and I suggest that this
committee. not compik facetiously, ought to go to that country in

4 Wit ich they have a policy of Tull employment. .

I think mainland China might help us as a means.of examining
the full employment policies there; That brought up- the point that
you emphasi-zed, and that was the relationship to the ,European
countries, that question of mobility, that they have less mobility in
tlw Western countries, and the suggestion 'that if we delve into the
problems inherent in 1IlL O. one of the problems is .how can we
maintain and encourage, a forward mobility of oar work fdrce if .we
had a large-munber in a controlledemploynwnt situation?

I understand tlmt you have a very strono.leeling that perhaps one
of the problems of our current. ethploymenCstructure, but also one of
our real strengths in terms of individnal freedom, is the caPability
for not only upward mobility but the capability to nuiVe in and out
of the job:market and, try tofindn more desirable way. So it is two
sided. Is that rbdit ? .

Mr:GEEENsrAN. Yes,
Mr. Escrt. Related to that also is the question of the lOng-term

iinemployed. nnd I would hope that this committee could examine
that very carefully because even though we are-At 7.5, we have -19
percent of our young people -who are unempleyed and who have a
tendency to be unemployed.

We haye 15 to 50 percent in the city. of Detroit today, of our.
yonng petiple. are unemployed. Is it not possible, interms of public
policy. for this country to reach put more. effectively into that client
group that represents really almost, one-third-of the 7.5unemployed?
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Is it not possible to reach out to that one client 'group in a moreeffedive fashion . without causing Major economic disruption thatleads to inflationary pressure in our economy? Why can't Govern-
ment policy reach out to that one explicit client group, namely, the
.14-to-22-year-old unemployed, and especially in terms of minority
groups, where we have 1 out of 5, iMd.in minority groups, 1 out of 2.
nneMployed? Why can't we do something in that area?

Mr..GREENSPAN. Mr. Esch, it is that type of probleM which we
should focus on. A number of people of course have looked at this.
problem in.great detail. But, as you.know, some of our programs in
my view, are just dealing,with the symptoms.

Some of the youth programs do,.in effect, try to absorb as best onecan, some of this type of unemployment. However, some Of the prob-
lem in the teenage area is not wholly a labor market or an economicproblem.

There appears to be an educational question as well. Some of this.
unemploynient involves breaking down soine of our older 'traditions
of moving from education te apprenticeship, on the. job type train-^ ing, and the gaps th*at invariably Occur as:people leave school- andthen go into thejob market.

There iS too great. a discontinuity in tha,t process." That, I believe,.
creates statistically a good part of the particular problem.

Mr. Escu. Over the last year. I introduced legislation that wouldcall for a year round youth epployment program, funds coining -outof : the Labor Department and put back in to hilve those youngpeople ,get back into institutional programs and co-op-priograms:
Again, what we, face new is the diehotomy, which A a. burean- 'cratic dichotomy that on the one hand von voCational occupa-tional education, and hey are wards ol.that system until they areage 16 or until they drop out.

.Then suddenly they become the responSibility of this committee.Now, Why can't we have a system in which we bring together the.
manpower policy and the occupational education pg,licy, and have
our country's youth employment -process involve counseling, training,so' as to bridge that gap w`hiCh you are talking abont..

Mr. GREENSPAN. Mr. Eseh, I am not an expert in this field, se agood deal of what I am communicating is that whieli I have heard
from. others. One shonld look at this problem as an integrated'6duca-
tion employment probleM, as distinct from one or the other. There is
no question that however one looks at it, this.is.a large part of theproblem.

Second, as you. I .am certain, are aware. a .large number of eCono-
mists, in fact, I have asked a number of them, have tried to find
means by Which some differentials, perhaps in the minimum -wage,,could he instituted. The, evidence does suggest that there is someunemployment created because s.ome teenagers cannot earn the mini-
mum wage and are in that ,sense _cannot compete effectively in thejob markets. I think the data do show that overthe years as we haveincreased the minimum wage that there has been a widening dif-
ferential between teenage unemployMent and .adult unemployment.There are . obviously many difficulties in implementing policies in
this area.
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But to go back to your original point, ther is--no doubt that this "\
is thg type of problem We should be focusing on in 'detail, but
recognizing that in the process we must bring together into ana-
lytical sOrt of process, both the educational and the. ernp1pyit t,
characteiistics of our teenage population.

Mr. Ekil. In Michigan, I recently did a tudy that shows that
there .arel 21 laws or regulations that provid a disincentive for the
einployet: hiring a young person.

Perhaps we ought to try to develop polic es that will encourage
theemPipyer to hire a young person,. rather Ian disencourage them
fram doingthe same.

Mr. .Ctiairman, I do not want to take a more of the time.
wanted to understand ckarly that you do be ieve that it is poisible, -

both in terms of policy but also in terms o specific programs Or-
haps to 'teach mit, -to specific client g:roups m re effectively, and per-
baps to learn more, and without going into total restructuring of

'our labor policies. .
Mr. GREENSPAN. Yes,,sir. ,

Mr. DANIELS. I recognize Mr. HaWkins, ongressman from Cali-
fornia, and the author of H.R. 50.

Mr. HAWKINS. Thank you, Dr. Greenspan. I think your statement
is a very thorough one. However, it seems tb me that it overlooks
.certain basic points.

First,-on page 1 of yout, statement, you said that H.R. 50 estab-
lished a single numerical goal for full employment. Are you not
really ignorino. some Of the provisions in the bill? For example, on
page '6 of thj'bill, section 101, says that."it is the purpose. of this
title to declare the general policies of this Act to provide an open
process under which annual ecqnomic goals are proposed,..reviewed
and established, and to, provide for the developinent of long range
development," and sO on.

'Even more specifically, oh pai4' 9 of the bill, about Midway of the
page. beginning online 13 of page 9 it reads, "plan"that-is a plan
which the President annually will submit along with his economic
report. "the plan shall propose in quantitative and qualitative," and
I emphasize qualitative, "qualitative terths lor the number of y,ears
feaSible, iprig-term national goals related to full employment, pro-
duction, purchasing power and other essential priority purposes, and
the major policies and programs, inchiding recommendations, to
achieve such,goals and priorities."
-441. no section of the bill do we deal with a single numerical Ooal,
such as you have referred to on phge 1, except that in connec%on
with a full employniekt billthis is only one phase of the
raiticUlar target, a target of 3 percent is specified.

You are relating, it secms to me, that cOnclusion not to a careful
reading of the bill, but simply to one section,941 the bill relating to
the employment aspect of full employment and not to the other
common goals specified in the bill relating to the production, pur-
chasing power, and the handling of domes4ciriorities.

Don't you think that is an absttaction'Which is rather narrow in
its approach and does not really look at the bill in its total thrust?
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Mr. 'GREENSPAN. I. wOuld defer to you, *Mr. 'Hawkins, 'in that. I
think in the context of the way you are stating it, I would certainly
think that that..is -perhaps raised in a manner which implies that
that is the sole purpose. Obviously it is not.1'

.Mr. HAWKINS. It would suggest that the authorS of ,the bill cer-
°thinly do not intend that to be a single numerical

6aoal,
and justleave it at that What you have done, it seems to me also, is that you

have ignored other sections of the
FirSt of all the bill 'does eniphaSize monetarranct fiscal policies as

a major thrust. Then beginning on page 22 of tlft bill, begin to deal
with supplethental programs and only then as a terminal, or let's .

say,aprogram of last vsort, do we deal with the question of public
.

employment. .

That, may I emphaSize, sis not altogether public eMployment. It
could be employment that -would be sethiprivate or certAily non-
profit employment as well.

Now, it seems to me. that in the emphasis you 'plaCed on public
service employment, monetary and fiscal policies, domestic:,and inter-
national constraints ort the .Federal budge,, countercyclical employ-
ment as an aid to State and local government§, and tlie whole:range'
of programs which 4ight include a youth program * * *. Have you
not aSsumed that all of these prbgrams are therefore &Mined to fail-,
ure' and that this becomes not .a poliey and a .planiiing bill, but that
it becomes a public service eMployment bill ? Now, have. you not
assumed tfiat the private sector has failed, that public policies have
failed,,and that specific programs which might deal with recurring
probleins have failed in the manner in whiCh you deal with this as a
public employment bill?

Mf. GREENSPAN. Yes, Mr, Hawkins, actually were I .to Comment
on every specific section of the. I .am afraid I wonld be taking
far more time, than you would want me to.'

'But neral way, I would say that if 'Youwere to telt me that .this p rticul plan would go into effeet as of now,.and that 4 yearsfrom n w would be required to have an overall imemployment
,r ate of 3 colt as a consequence of that, the probability that.mny
combinabtion of the other sections of the bill Would achieve.that level
Would be exceRtienally low.

I would therefore conclude. that the operative Provision to achieve
the mandated goal then is effectively the public service or public
serviCe plus 'nonprofit employment projects.

So, in answer to yout statement I would not say that it is a ,fail7
ure of the private sector. I would stipulate that, aside from the
public service job category, this policy has a very low probabilit of
achieving the goals of the bill. It is a statistic we are attempting to
achieve, and in that sense, the uneMployment rate as,: measured is
unlikely to be anywhere near the stipulate'd leveI withi114, years:With
these particular provisiOns.

I would never say apythin7 is impossible becauseldefinitive _state-.
ments in ecotiomie forecasting are far too often incorrect. But my
best judgment is that the probability would be exceptionally low.

Mr. HAwkINS. Are you rejecting completely the idea of having
goals or targets towards which planning is relating?
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Mr. OlIEENSPAN. No, not at all.- AS I indicated in my opening
remarks, I think it Oes without saying that we wish to achieve fnll
employment as quickly as possible .and in g manner which is sustain-
able ofer the longer run.

NoW, the question reglly gets down to what numerical. figure most.
appropriately rerltesepts full employment, ancU this has ;been a'
matter of substantiglAlebatein the gcadeinic fraternity. -

I do not think,that is a;particnlaqy figeful piece of information. I
'am not sure what one );ofild' o differently with tespect fo policy if.
one had, say, 3 percent-as:a :goal or 3.5 6i4 percent as a goal.

Now, obviously, jf. the goat for full- employment wete, 10 percent,
clearly policies Would"bestuther"different. But in the area of, say. 3
to 5 percent I am not certain:what 'difference it would make with
'respect to the pOlicies:Weimplelilented.

Mr. HAWKINS. It :is' not ttne-that..this administration has made
projections reachhig :into 1980; that they have, in effect, set certain
specific targets whereby: they ,hfive indicated 'what unemployment
rates wonld prevail in any .ofie particular year between now and
1980. It seems to in0. that it is, only iii the' quality of that projection
that we differ, flint the.-3 percent is no different from a prOjection
of 5 or 5.5 percent:by19M.. . 4

Mk GnEnNs4:1...1\tr...fraWkins; twould distinguish between a goal
and a projeetion..The Biidget :control and Impoundment Act of
1974 specifies ..that.the,,Mandates that specific underlying ecOnomic
assuniptienswhiCh'underlie the' four to 5 year mandated budI2et
projections he'made eq$licit.

Now, we' have Specifically indicated that those numbars are not
goals or objectives. They' ate sort of .an average type of projection
which is Made fot -the 'purpose 'Of assisting in the evaluation of the

' receipts andeXpenditute projections that appear in the budget docu-
ment. .

We ha-c>e never speoified a numerical goal statistic that-we thoufht
desixabls- to 'achieve: ifhe President has said on numhous occasikus,

.-however; that the objedive is to.achibve a, state of full .employnwnt.
I-Ie haS never attached7a specific numbet to itI think*cause, we_

all know What' we, mean in a general way. We want f*- Aigh and a
sustainable level:of employment, and an unemDlOyMent,:rate which.is

--not onlylOwthnt lbw in the :sense thatit does noetOntain Avithin it the
seeds of,a .ne* teceSsiOn,,and hence, a higher'ffi -unemployment.
rate.

Mr. linwnt,NS. Mr. .Greenspan, what do you: cl Its a state of full
..

employment? ,. 1 ,

, Mr. GREENSPAN. I-Would say generally one in which evetymieWhO
wants to workcan :. find a job. Now, there are: differencesin profid-
jag an.exact- definiCiOn because, there are issueg of frictional nnem-
ployment,.... : , ,4.
! It doeS wit necessarily mean that one will find fito immediately..,

And whetfier bne finds:one in 1 week or 3 weRks, for eteample, Makes.
a very hig difference on the;Meagfite of unemplOyinent rate,

But I Would say'qualititatively that full employment means that
there ire lob opportunities being created year after year so that
peOple.who are, coming into the labor force find work readily iii tht-:-,-, f
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types of jobs in which they have particular skills, and that the econ-
omy is not continuously disruPted by sharp periodic rises in unem-.ployment. .

Mr. HAW1uNs: What you are saying is, with the exclusion, let's
pay, of such a faCtor as structural unemploy.ment, that the state of"fu'll employment which ybu speak -abouttios one in which every'person who is able and, willing to wOrk WMild 43e. provided a work-opportunity. Is that correct?

Mr. GREENSPAN [continuing.] Would be able to find a particular
job. The question of provrded presupposes by whom, and I am.saying that

Mr. HAWKINS. Well, let's say wouldbe able to find. Let's say the
individual isnot able to find work? Thenwhat happens?

Mr. GREENSPAN. Then you have achieved less than the goal you
had wished to achieve, Now, let me say that it is not easy to achieve
a qualitative goal of that sort.

As we move up toward a level of Nil employment we may find, that
certain imbalahces begin to.occur in the system, which indicate thatit is going tO be very difficult to sustain that level of employment.
Then you would be confronted by a very difficult policy 'dilemma
and you May not be able to reach the immediate goal easily at thatpoint.

You may be able to meet it for a very short period of time, but-only with policies which actually undercut the more important
longer term full employment goal. Although we want the unemploy-
ment rate' at the lowest feasible level it serves nobody's purpose, to.have it go, down for a short period of time and don rebound per-
haps-to even higher levels then when we started.

So we must view the concept of full employment both in terms of
job availability for those who wish to work, and also as a condition
which can be achieved over the longer.run as well. ,

Mr. HAWKINS. Quite apart from that, it Seems to me that youhave limited your definition by saying that full employment is
state in which every individual willincr and able to work would be
provided a job,'but along the way, infration becomes a greater pita,-lem and. therefore,,the goal that is proniised somehow 'is made sec-ondary then to what at any particular time the administration or
the Council of Economic Advisors determines is t.he greater problem'.

So, your goaMs meaningless depending on the discretion of the
Federal Reserve System and on the Couucil of Economic Advisors.

Mr. GREENSPAN. Mr. HaVkins, I would not look at it that waybecause I do not think that there are, in a sense, twin goals-:---you
know, one of inflation and one of employment.

The reason why inflation is a danger to our system, in large part,
is beca.tise it causes gross instabilities which lead to further unem-ployment. So, what I am saying is not that it is inflation

kr. HAwKiNs. Does it ever 'work the other way? Would unem-
ploynient lead to inflation ? .1Now should we deal with the unemploy-
ment problem as a means of avoiding inflation,-which the empirical
evidence over the last, 2 decades certainlysuggests? --

Mr. GREENSPAN. It depends to a very -substantial extent, Mr.
Hawkins, on what one thinks the hasic_underlying causes of infla-



tion are. The issue you are raising i
-

. rapid increases in .empityment and. p' ft- -Al

.unit labor costs and. that you *0Uld

If that is all that is. ing,
'40

`

pressure on prices.
happen

Cgests that. the greater the. rate of .gro h I nothey;4. v.0.;

things equal, theslower tends to be the .; "labor costs.
lioweyer, I think tliaf.inflation originates less%frofn'that phenome-

non. per se than from fiseal and monetatY policies 'and the financial
side. Perhaps this is being a littk too simplistic, but I would say
that inflation largely occurs when the growth in the money supply
consistently exceeds the growth in productiare capacity.

In a sense, it really is More Money chasing fewer. goods. While
that .would scarcely be description of the inflation-process. in the

. short run I think that over the longer run that.4, in fact, the way it, .

works oaf.
. .

So that the real issue involves imprudent fiscal amrmonetary ,poli-
Cie, eventually kading to the. type of inflationary instabilities'which
ate a .grave threht to the maintenance of Inn emplqment. I wtiuld
never specify that there are joint goals or tradeoffs because I do not
think that, is an appropriate way of looking at. it. I think OUr basic-
goal is the maintenance of high proSperity, high employment, high
standards of living, all internally consistent concepts.

What' we are against are those elements in the economy which
threaten to undercut, these objectives. These' are occasions when .our
policies win do that but this does not mean that the pal cif full
employment is secondary, or something which can be discarded. On.
the coiitrarv, what we are in 2faet, .Saying is that those policies
actuall win 'contribute to a deterioration 'of our capacity of achiev-
ing full employntent.

Mr. 1-.liwioNS. Dr. Greenspan, I eonclude frorri.what you have did'
that what we need is a coordination Of pOlieieUot policies that are
in sharp contrast to each other., Onr (Tbnornic.policies today along.
with manpower 'policies. housing polieies, and so forth, need the type.
crf 'Coordination which is required in-11.R. 50. and that these policies.
-eannot be treated in isolation, 'and that diere is not, a single evil of .
inflation, a single evil of unemploypent,' but that these can somehow
be-integrated: .

I wonld think that a careful reading-.of H.R. 50 woulq suggest
that is exactly what ,we propose, as opposed -to Current, policies
which have been in . operation let's say. speci*ally -since ,1969,Ahese
uncoordinated .policies have mismanaged- the4Onomy and have
'duced at kast two distinct receSsions, whichrhave, brought on the
greatest inflation since the Civil War and'the' greatest .ainount of.
unemployment since- ite . Great', Thepr4sion, because- they, 'were'
nneoordinated as opposed to the coordiiiation of these policies . in

50.
Now, I fail to see the distinction that. you -are making in dpfens'e

of current policies. YOU admit those Policieg havehadly mismanaged
the economy, as opposed to the imprOVements that we suggest of
bringing these policies together in sOine type of coordination.

I do not see hoW you can defend the current pckliCies and the con-
tinuation of them when you say that,We ha4 leitned soniething..
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What have,.we learned? What do -weliitend to do in the yedrs.ithead
that is different from what pai have beerf doing since 19693

You-Admit that we cannot afford another ,recession, which I thinkis something which all of us are dealing with .today. That is the
reason-we are talking about II 1 0 Now.,;',..01at is it thttt you,intend to do in the fnture that you haVe failedlo ao since 1969?
. Mr. GREENSPAN. First of all, Mr. Hawkins, la inn expaid

Mr. ITAwKiNs. When I say :"yen," I am saying.it in a broad sense.
.Mr. GREENSPAN. Let -The first expand the time frame in:the sensethat. I tbinkthaf the policy snecesses going well:back iAto the 1060's

and, before. have been few. Policies have been por going well back
, before then. So4.rouki scarcely start in 1969.The issue in my view isnot the faihire t6,:eOcirkpate or to integrate.

Therq:are,,WrY'sulAtantial institutional arrangements And ad hoc
relationshipS:Poit40:4fliin Government which eV.Wtively qtempt
to coordinate4treAt 'Mil-idlers of policOs. I do not thrik that One cansay that the problems that we lueve had are largely the consequence of'
lack of coordination.

In many instances the 'policies We implemented were just Wong. !'ComiliniLtion would Pot hay made mil; difference. 'When' you- Are
mng, coordinated policies are just as 'bad,- if not worse than mis-;taken but uncoorainated.

. ° ;
In fact. they iruty eVen be worse.. One of the things we have

learned, Mr. Hawkins, is thaft.he freneric policy swings of recent
years-have contributed to a snbstantial increase in degree of uncer-tainty. with' respect to governmental policies, as Mr. Eseli quite :cor-:

.rectly pointed out. .
.

.

I think that an important goal' of economic' policy should be toattempt to 'focus policies in a longer term context. Unfortunately
there. has been A -far toe prevalent tendencV in the past' deeade of

. confronting problems and short-term crises with short-term solutions.
Invariably.. these policies hay. led to undesirable. secondary conse-
quences, whieh We again proceeded to deal with particular short-termpolicies.

Now, I would certainly applaud:any attempt to rationalize or to'
. integrate our policies in a longer terni- context. Our budgetary poli-cies for.exiunple. must be'placed in a long-term context.

There' is tip question that governmental policy must .focus in the'longer term context se that we know where we are attempting to go.'While I may well disagree with the numerical goals,' obviously onemusthave a goal.' My argument is largely that goals mnstbe definedin A way yhich are' opetationally. useful. Not only must we specifythe type of economic roiicies which are acceptable but more impor-
tantly:- we meist rr.:cogqize the litnits of our knowledgewhere it is'useful-and Where it is not.

Whilc;J could 'very easil:, subscribe to many of the goals and
cies: You are specifyincr,- the attempt to refine the'degree of speciffe'
policymaking associaCed -n h 'specific goals in my view presents us .with a mandate for which the ools Are inadequate. '

Mr. HAwloss. I have just one -final question which Concerns the
.youth unemployMent firoble which you have addressed; I think, in
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answer to Mr:Es Ch. Would you agree that this shOnld .be,Vearefuily
.coordinated or integrated with other policiqs, and with unemploy-
Ment in general? Would you sity that youth unemployment is, for
example, related to nnemployment in general, and that 'youth unem-.
ployment, dile to the unemploymentMay be related to, the imem-
ployment Of the head of the family, for example. Would you say.
there is a relationship' between-education and the dropping /rpm

,

ttion
..thatit is

school of a million or so teenagersi every year?
Do yoa_ feel that dealing with this unemployment- in

not realIY.the answer to the problem:of unemployment,
mueh larger than that.

Certainly 'th e. problem of .unemploynwnt must be relate+ ne-
tau and fiscal policies- and witH a lot of- other problem

..Whire. we Inay certainly support, and I think all of us do..'911,peort
.the idea that suCh programs should:somehow be related tip
economic poliey and objectives. rather than treated in isolat- IA
fact', Mr. Meeds has a very excellent-bill which we are goil

.. . ..consIdering in the near future. .

Mr. GREENSMN. I would certainly.agree with_ that.
Itt.wiuNs..thank.you Very min+. .'

Mr.: DANIELS. I recognize the 'gentleman. frorn,INIinnesOta, the-
ranking minority memberof the committee, Mr. Quie.

Mr. 0.1'TE. Thank- you.
Yesterday, Mr. 'Greenspan, some environmentalists and representa-

tiv'es of railroads came. into -4e me, about -Lock and4Dain 2r.6. One of
the things that strack me is that they aged, that an environmental
inipact study be conducted:

T,hey said it wonld take C1,t, yearS to.do the studies..I. told them i
threeitnd a half years seems.an awful king time to study the

question of whether weshould replace Lock and...Dam 26 on'the Mis-
Sissippt River. .

They said.: "NO. with thee- complexity of. the problem, it woad
take that rong.", Now it seems to.- me. that Lock and .Dam 26 is 94,1ot
simpler tharthe whole 'national ,eaonomy and- the Federal Govern-
ment's relation to it.

I .know. you have 30 days tb cOme up with your plan and the-Gov-
ernors have 60.days to have all of the citizens come in find give their.
views and ON+ a recommendation .back, and the Federal Reserve
Roard haS 13 days after they (Yet that FYlan.

I.know voUr conunents. to the effect that the state of the art is not
sufficient, hut you went ahead and tried anyway, jnst as the state of
the.art is not sufficient in environmental impact Stmdies either..

long do you, thifik it would take to conduct that study so
that it would be a 'eredible Work so the Federal Government could
put its name behind ?

Mr. GREENSPAN. Mr. Quie, as you know, V haye tery, significant
computer cyabilities. I. do not think the problem, stratigelyenough,
.is the time frame involved. That does not mean that \everyone -will

' not be burning the midnight oil itthis legislation is .enacteV.
If I seriously believed.that extending the time frame Would make

4. a major difference in the analytical. capability that certainly ,would
be something we would want to look at.
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Ob iously it is a very Short period of time, but, the problem is not
the amount of time because:one can clearly gear -4 for. the .process..

g My major problem is with Our .Capacity to come out with a
snifictent,ly accurate prodnct to address the problem, whatever thetithe frame.

.Mr. QirtE.. So you think within 90..days you could put, together-as.
akcurate a job as you 'Could in.:4:months? --

Mr. GREENSPA,N. No; in 6 Months the job weuld be better, but the-
:additional 'period is not going tOniake that much .difference.

Mr...Qtau. OK. .
.

Let me also ask, in 'Settion 107 --YOE Spoke to the entire inflation
policy, and then item Subparagraph N9. 7, you make recoM-

mendations for -adminktrative and legislative actions for reasonable-
pviewlevelopments. ,' I notke there is-not anything on wage'stability in there although.

...there is eneouragement to labor and°management to ineretise..produe-tivitv expect that may be indirectlis related in soine Way there.Tfo you think that there is anything you need that would not lie ;,fgiven v,.on to Use-if you are going to .get into this to bring about
anti-in'tlationary policies?

.Do yoft think there iS any,.shortcoMing in the legislation' not
givilig you the opportunity to work out policies?

Mr. tiEEENSPAN. Yon are refering to various wage restraint aUd..
incomes policies?
..Mr. QurE. YeS.

.

GREENSFA. Out, experience. with these type of policies in '
actually doing what they are- supPosed 'to do has not been very suc-
cessful as you know. This has certainly been true uot only with the
United States.but with other areas Of the world in which it.has been.fried.

So that even were those policies included within the body' of this
'legislation, I Would Still .stand with my original statement with
.respect to the infeasibility of achieving -the particular 'goal hi the
period- required,'short of 'a maSsive public. service employment ,pfol-,grain.

Mr. QUI& OK;
,One thing that strikes, tneAput the legislation is that some of te-studies, it seems to me, are',thies that the Congress could conduct.'

Forinstance, on the question 'of yorteh employment, one-of the prob.-.
lems is that the policies that the. legislative bodvitas setit seems tome we can hire as good econonlists as,yon could dawn at the eXecu-tive branch. What is your feeling on that? Is there something'
unique about the executive branch that makes you more capable of
doing this than the legislative branch hiring?

Mr. GREEtiSPAN. Nothing that. I. know of, Mr. Quie.
Mr. Quit. OK.
Thank you.
Mr. DANums. I now recognize the tcrentleman from the State of-Washington C oTessman.Meeds.
Mr. MEEDS. be'nk you very much, Mr:Chairman. I apologize Dr.

Greenspan fOr _no being,here to hear your initial presentation, butt I-.id an iortnnity to get through your testimony very huy-
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I certainly 'agree with the statement which 'you made, "Orie mtist
have.a 'goal otherwise yon do not know where -you ..are going." That
is a direct qpote. I agree Withthei. . -

Under this bill; we set. a .goal of. reaching 3 percent unemployment
overt 4 year. period, 'Which really 'amounts a 5 year,. period-- .

.beca'use .orthe tune of .passage of the act, and suCh things- 'AS
which brings ns intco.prebably ; -

lye set that a's a goal. What is the goal of this."-administrationdOr
unrmployment figures*.1980 or 1981? ..

Mr.. GRErNSPAN.. Mr. .,`Nleeds, the administration Airtipts'46-- get:the . .
nmeniployment rate .downa's quickly as is feaSible,'to as low a level.
as can be sustained over the:longer rim.. ,

New, the...reasons .1 put it in those terms is, that I do not kn."
how to convert that statethent io a numbeF...A:s I indicated earlier,

determiraints of the level of unemployment and it's fullbifects on
how' the .economy .is- functioning generally, really requires that you
be closer' to'tliat level in-order to see: what4s--happening. If yon ask-
'nip right nOw to define what. the iiconomy in all its key respects
would;.look like sometime in the future, at 41,4 .percent,oe3.,percent

: miemploy4nent-or whatever,.. I yould he hard pressed ta..give you. a
fully..detailed analysis. Our capability, -to evaluate tW e'$ull com--

!Pquences- of, let's' say, a 4 percent unemplOyment rate will be inuch
tgreater when we are at percent than it Is from where we. are".

today. +-

j3eginnlng.from whercare are today I de, not knowlind I do not
knOw anyone Who could give us a sound view of 'where we will begift
to run into a situation where -it will he difficult to susthin'the unem-

.r},ployment rate.
'It is not- necessary.to know that, answer at the- moMent hecause we,

. do know. the- types of procedures and.policies. which. will MOVE) us. as
rapidly as we can in that direction,

Mr. MUM-If:yea. will pardon- me for..jnterruPting,. it Seems to
-.me that what you are shying is 'that we let things_happen to us-

rather than 'doing things, and then if the things thatshappen to. us
worloant 'all right, then it is OK.

But if they'do not, something is. wrong. Thirs what thought,
why I was in so much agreement 'With yeti, .that-otherwise you do
.inot know where we are. going. S. .

I really hate to ask ou to oversimplify., I laiow.theSethings are '
very sornplex., but Maybe We should start:from here: the present

.iinemployment rate under,the conditionS W4ate now facing, satisfac-
tory?

. Mr. GREENSPAN. I wOUld say.-no unemployment, ratitla sdtisfactory.
if we could find a. stable level of nnernployment which is less than
that. 1 ,

L.

Mr: MtEDS. Do yon 'feel that. 5 percent is a stable uniemployment
rate .that,we can findand achieve On a stable basis? -

Mr. GREENSPA2I. I 'certainly hope not. I certainlYjnope we 'can go-
lower than ttiat. .

Mr. MEEns:,$o, your goal- would4Aieldw 5;percent ?
. Mr..GREENsi-ANc NO, my goal at;,this point wOuld.be to move as

aS we'l.earilowards that aret0nd,at<this point I.dii.not lmow
whtre one stet*. We- will continue uri4p we-Seeery. clear §igns.that
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. . we' Ire getting to .areas Where it is unstable. Where that' is, we donot need to know at this moment.
. .

.

: In other words/ when we-are driving tO a city 120 miles,away and..

. we have a stre0 addreSs,' we do not really have to, ho;tow where alai
'street is until Are are close to the city. That does not mean We dO not-know whrete A are going. .

. .

lk.fr MEEDS. I was going to Say we should not oversimplify what.you juSt did:
. . / V40

Mr. GREENSPAN. I am sorry about. that.
. .

1NIT. MEEDS.' What I am really trying to get- at .is that it seems- to-
me, that if you 'have a goal, it cannot. simply be described as doing.the best we can. ,

.
. ..That is what .yon are Velling.orne, doing the,logst we can. There issimply no ,Way to say whether yeti are succegfu'Vor wheper yOu. ....' failed under those eircumstanees. * °. , .'Mr: GREENSPAN. No, I- think there is; -Mr, Mods. When you ealk

about goals, yon have to brealetlieln dnivn into subgeals. Our general-
. ized goal is in.. fact full' employment, In .the general. Wa, wohmve

been discussing.
. . . ,Policies right no* are in;:ti ccgtain sense subgo.als:Xe are so. far.

. aWay from where we want-to be that our policies would .not he dif-ferent right now, if. our uneplOyment goal,,were 3 or 5 percent. In.
that sense the policy, actiOnS we would iMplement today :Ir(Z. inde-
pendent of Where tllat goal is,. Provided it is soniewhefe under 5 per--cent. . . t - - A-

. -4,Mr. MEEDS. ta me ask you. this then: recognizing the distiiwtion.
which you, thadebetween goals and projestions, which ',also a7reeWithI think there is a distinctionwf had then inffications of
projection from yourself aild other's in the administraloion, that un- -

'. employment inthis country might wellnot be below-7 percent in this ..
7' decade.iDo yhtirecall that ?. .

Mi:. GRRENSPANa Cerhtinly notei*us, Sir... .

Mr. Marms. We had some rojections about (, 1,1(111( hs ago, as I-Tecall,thdt indicate that'we might not,:that:we might., well not reach .

unemployment levels below 7. fkrcelt.
Mr..MEEDS,' Wonld you sa y. that would be, an unrealistic .priiijec--

-. tion, if.that isthe case? ...
.Mr. GREENSPAN. I. would certainly say it would be a situation

which. 'would be clearly 'undesirable. Wouldirl also' say it iS..an
Unreal iStic. projection I . . ''' . i .--Mr, MEEDS. Yes. . .

.

. .

..'Mr. GREENSPAN. I would certainly say. it is an unrealistic projec-,
4 , .tion.

Mr. MEEDS. It is Unrealistic pursuing the preseht economic policies.which this Nation is pursuing to support that we will be under 6percent in1980? ..

.' .. Mr. GREENSPAN.. 1 wohld 1certainlysaythat a. forecast .of.a. rate ofnnemployment of .under 5 percentis ti highly prqibable forecast.. ...,
Mr. MEEL)gf. Then, is it unrealistic to say thi t we mig, wellbe

,.,, . . .under .Z. percent ?
,.... Mr. GREENSPAN. By when?

Mf. MEEDS. In-1980, pursning the present economic pOlkies.. .

....
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M. GICEENSPAN. The implication, howe4r, Mr. WedS, is that the
key determinant, if not the total determinant, of ,what this unem-
ployment rate would be are our economic policies. I .think that We'
Must recomizer,

Mr MEED. What I said was, assuming that We are pursuing the-
same economic policies. I hope that .we are not}t but assuming that
we are.

Mr. GREENSPAN. But, you see, there are Other things 'involved
which are in many respets far more important. What type of world
economic environment are we. functioning in? What are the charac-
teristics of what is going on in the private sector and a number of
other things.

We have. a tendency to think that it is governmental economic
policy which'creates the projection. It is only a yelatively small part
of it, so that wonld not by any means say that, if we were to
follow the same 'yolicies, whatever they were defined to be, we, there- ."-"'
fore, will say semething about what the projection would be..

I would need far more detail than that to meet the same;
Mr. MEEDS. These ,same things, aud these same assumPtions Went

into the* question before that, at 6 percent, did they not.?
Mr. GREENseAs. Yes.
Mr. MEEns. A.nd you did not appear to heSitate to answer that you

thouip that was unrealistic'?
Mr: GREENSPAN. The reason I did.not
Mr. MEEDS. Why do we reach this resistance between 5 and 6 per-

cent?
Mr. OREENSPAN. No, it is not, that it is resistance -between -5 and 6

percent. It is that you wottld have to have an extremely pessimistic
point of yiew with respect to a number of.ontcomes outside of Gov-
ernment pc.,licy area to ,get a figure abova 6 percent. I think it -is a
low probability.

r..AIEEns. That same set of factors does not exist with regard to
between 5 and 6 percent ?.

'tvMr. GREENSPAN. 1t.exists, in the same sense, but the pro babl is
different. My best estimate now, if you want a projection, is that we
will be well 'under 6 pement. We may even be Under 5 percent in .

1980, but that date is sufficjently far ahead so that the forecast is
subject to a substantial degree of uncertainty. The uncertainties also
increase as we move that level of Inemployment rate down.

Mums. So, we inight well be talking about a difference
between the.goals of this bill and :Vour projections of perhaps 2 per-
cent unemployment. Is that correct ?

Mr. GREENSPAN. I would not want to specify a number at this
stage, because I could not honestly tell you where the ifierence are.
If you ask me what is the probability that. we wilt be at 2' percent
total unemployment in 1980, I would say that the probability of that
is small.

Mr. MtEns. Let ine go to another Subject.
,Mr. HAWKINS,. Dr. Greenspan, on -page 11 of yourstatement, you

were not at all evasive, as you dce, I think, in answering questions
put to you -.by Mr. Meeds;.when you discussed investing ratios. You
were, very specific. mid you used targets to Say that investing ratios
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Well iii excess of 12 pereent would be needed in the next 4 'years
,with the required capital in place.

.Have von not made a. distinction between human beings in place,
and cai :11 investment in place? You specify a preciSe figure is
needed for+ investMents: Yet you cannot do, the same. You do not
deal as precisely with human beings as you do with capital.
..Why is there that distinction ?
Mr. GuEfixse,tx. I di.1 not mean lo make that distinction.
Mr. I LMICINS. You made-that distinction on page 11.

.. Mr. GREENSPAN. Well, no, a the top of the page. I said studies Of
capilal revirements are not precise. The basic.kiatu on our present

actlcapital st are among the weakest of our economic statistics. Fur-
thermore. a ong series and assumptions and quaiitittive judgments
ure required to estimate future capital requirements. I trust that wasmeant*;

Arr. HAwiraNs. But that was a disclaimer. But then you say,
edespite thoso'risks and takinc, into account employment, prodnctiv-

.1ty, environmental safety anil other energy goals, businesS invest:.
ment would have to average 12 percent of GNP from 1975 to 1980.Thatielnwise.

Mr. G-cr.ExsrAx. I would think
Mr. IlAwKiss. Despite all the disclaimer, there are risks involved.
Mr. GICExSeAx. This is the result of the study of the Department

v- of Commerce, and I would indicate to you that, we were much more
general in specifying this as we originally put it forth in our study.
If you are saying to me that my Statement appears to be too precise
I would agree with ott. I would think that

Mr. HAWKINS. No, I Nva.s.saying .,

Mr. GREENSPAN. No, no, I understand that. I ..
Mr. HAWKINS. I am just saying that you cannofdeal with unem-

, plovment figures in the same manner in-which you deal with capital.
Mr. GREENSPAN. Mr. Hawkins, I would agree with yoUr criticism,

but the priticism really rests on whether or not the language on this
specific page is too specific and not qualifiecrenough, and 7 think, I
would agree with you.,

Mr: MEEDS. If I. may go b.ack to just. one more subject.matter, on
page 3 you say, "putting people on public payrolls in an unproduc".
tive job is not much different fronr Unemployment insurance, since
the activity;that is taking plaCe contributes relatively little to the
total nationtit product. Watild you describe for me -what you define DA.
an "unproducteve job"?

Mr. GREENSPAN. I think before you came in, Mr. Meads, the ques-
tion was phrased, what would I deAne as "productive jobs"?

Mr. ME.Ens,. -Well, then; just give us the reverse .of your other
answer. .

Mr. GREENSPAN.. I will try. Just to quickly paraphrase what I
said in tile beginning, them is virtually no element of human -'
endeavor or action or activity which is of no value. Thequestion is a
question of reLoi ve terms of the basic degree of Troductivity, in
producing go(/ And services, relative to the average. It is really a
question, as to what is the relative output per ruanhour of a particu-
lar job vis-a-vis the average.
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In this context somebody in a low productivity job in effect turns
out relatively less so that the diStinction between- unemployment
insurance and doing, virtually nothing a's a Consequence and being
paid to do something where the activity in effect does not produce
very Much is less sionificant than is often stated.

Mr. MEEDS. Anethis is a totally economic, as opposed to a socio-,
-ecemothic definition of productivity.?

I.Mr. GREENSPAN. Yes. It is a concept Of real incomes and real- pro-
duction because the purpose Of the analysis is largely to tie it toAthe
relationship between wages and output per manhour, and the dis--
tinction of production and incomes.

Mr. MEM& Would yoU term, for instance, the 'plantima of ..trees,
Douglas'.fir trees, or pine ,trees which.!Will later be turned irito lurnber
of plywood or pulp, unproductive or,.productive?

Mr, GREENSPAN. I would say that is productive.
Mr. MEEbs. Extremely productive, is it not ?
Mr. GREEN-SPAN. I do not know. It depends on many factors

.vellere, under what conditions, and what the expected future prices
'average. I wonld be unable to make that judgment without a far
c,reat le yree of information.I

Mr. MEEDS. OK. Are you aware that we haVe cut over some 31/2
million acres Of. the Federal forest lands, which have riever been,
replanted ?

Are you, aware of that ? .

Mr. GREENSPAN. I. have beard of it, Mr. Meals. What I know on
that issue is what I read in the press.

Mr. MEEDS. In the forest service manuals.
Mr. GREENSPAN. I do not read tlie forest service manuals.
Mr. MEEDS. That is where you also find that information.

, Mr. GREENSPAN. I am sure it is .there, I just meant to say that I
have not read the forest service manuals.

Mr. MEnns. Well, that is where the press got it.
Mr. GREENSPAN. OK.
Mr. MEEDS. And, .are you aware that we are cutting over every

year on the Federal forest lands, 50,000 acres that were more than
were replanted ? Are you aware of that ?

Mr. GREENsrAN. No, r'nin not, and I might 'say that
Mr. MEMEL Does it, bother yon;.if I aln correct ? Doe's it bother

you that We might be doing that ? .

Mr. GREENSPAN. 'Mr. Meeds; I have been in government
sufficiently long at this stage, to know. that

. Mr. MEED.-TO not be bothered by that ?
:Mr. GREENSPAN. No, no, it is not a question of being bothered. It

is ihe question that I often find that, when I hear a particular set of
facts for the first time 'abOnt a particular .governmental program,
good or bad, that you are always surprised to find that, there are
redsOns fOr doing something, or not doing something.

Until I find out what the reasons are, I would not--
M. MEEDS. Well, that is what I would like to examine with you,

how prodnctive you( think that is, if that is what we are doing.
Mr. GREENSPAN. I dO not really have the capacity to make that

evaluation on the basis of thp information I have. A coneept of pro-
duetiveness is a very complex issue, and it iS relative.

72-531-76-30
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Mr. MEEDS. Now, let's not get into this. And. again. I do not want
'to oversimplify, and I do not want to ask you to, but are you then
going to say that it is productive to leave 50,000 acres of national
forest lands Without ever replanting ?

Mr. GREENSPAN. I
. Mr. MEEDS. Certainly, you can .agree with me;ori at; that it is

not very productive to do that ?
Mr. (IREENSPAN..Let me ,tell you the type of, on6 would ask.

For eXample, if that .issue were raised, for' exlui qpin the exec-
utive's policymaking apparatuS, I -would say, re we . doing
that ?

'Now, the point at issue is that there are reasons, good and bad or
perli4x somebody forgot to plantNow, if you are taking me that
the, last

Mr. MEEDS. NoW, let us just assiime that the forest service, the
.Burean of the Budget, and everyone who makes those decisionsand
kini,Contrresswe take 'oUr share of the in effect, said
That ''slo not have the money to do that, because you and I both
know 'the best reasons.

Mr. GREENSPAN. I do not know.them.
-Mr. MEEDS. You don't? I Ain surpwised you don't know some of

the things I do about this.
Mr. GREENSPAN. Well, I am not surprised at all, Mr:Meeds.
Mr. MEEDS. But the fact is that we are leaving every year 50,000

acres of forest lands which we are not replanting,. because we.are not
Spending the money to do that:

Now, at the same time, we have that little problem, which both
you and Mr. Hawkins 'have alluded to, millions of unemployed
youth ;in this .Nation. Sonic of them are drawing uneMployment

,Compefisation and some of them are on welfare. Som0 of them are on
neither.

Do you not. -think tbat it might be a good plan to marry up all
those young people that need jobs with jobs that need doing, and
that it might, in fact, be more productive than leaving the fOrest
lands cut over and not planted, and the young people out of- work?
. Mr. GREENSPAN. Mr. Meeds, n analysis of these types of projects
has been going on, 'for not only this type of project but for a large
number of other types of projects.

The studies that have been done, both in the .Congress and in the
executive branch have atteinpted to evaluate the:pros and the cons
and a lot of different things. Many of them have gone fOrward in
legislative requests.- I do not know, I have never seen one on this
specific one. I hesitate to,respond specifically to your question.

Mr. MEF.DS: The facit, is, nothing is being done. What We are, bal-
ancing against is doing something or doing nothing. That is the
problem I find.

Mr. GREENSPAN. Are you asking ine whether this, a subject which
shonld be, examined. I would say, certainly and that I would assume
it has been. But I cannot say that I know from my own personal
experience what the answers'to tlwse plestions are, or that I have
been exposed to it. But I must.agy, I wouhi be intereSted in knowing
why not:, or what the problems are:in doing it.
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I do know, that soinetiines, the solution to a simple problem can
be terribly complex.

Mr. Mmos. Thank you, Mr. Chairman.
Mr, QUIE. Would the gentleman yield to another question on pro-

ductivity?
Mr. MEED.S. Yes.
Mr. DANIELS. I might say at this point that the Doctor haS a com-

mitment at The White House.
But he did ask me before the hearing Wihrted, that he would like

to get out of here by 10 minutes after 11 o clock..
Mr. Sarasin would also like to ask some questions. I .hope your

question is brief, Mr, Quie.
Mr. MEEDS. If the Chairman, would yield, it might be a little

inconsiderate, of him not to give us his full time while he is here. He
is a very fine and capable person. And I think this committee ought
to get the full value of his knowledge.

Mr. DANIELS. If the committee deems it necessary to have further
questions of Mr. Greenspan, I will be happy to have him back on
the date that' we return from our vaction. I intend to have this bill
marked up the week that we return.

. Ni*, if the conunittee in itS judgment, feels that we need extra-
time to hear from Mr. Greenspan, I'am more than willing to listen
to mly colleagues.

But at the, same ame. I think it is only fair for Mr: Sarasin to
have an. opportunity to ask a few questions;

Mr. SAnAsix. I will yield to Mr. Quie.
Mr. QUIE. If a person is receiving unereployment insurance, and

-stays home, and paint§ his hpuse, is that productive or unproductive?
Mr. GREENSPAN. Is.the painting of the house productive? I would

probably say it is productive. The question again, is relatiVe to
wha ?

. Mr. QUIE. I recognize that.' So the mere fact that a person is out
of a job and, is on unemployment insurance, could mean that he iS
productive as well.

Mr. MEEDS. Is that as productive as planting the trees? And that
is the question. [Laughter.]

-Mr. Qum. I would say on planting, trees, that that its our .fault.
When we put out money for the mayors to use, and.refuse to assume
the responsibility that is the Federal GoVernment's responsibility in
the Fol.est- Service, I think you have touched on something that we
have neglected in the Congress year after, year.

I think it-is atrocious that we do not have the replanting of the
trees 'on national forest land, liecause I. understand that privately
owned forest land is 30 percent, but they produce 70 percent of the
wood. Now that 70 percent of the land is national forest, and we
only prodnce 30 percent of it. A good bit of it is because we are not
putting effort on the hiring of people to plant trees.
. Mr. DANIELS. The gentleman from Connecticut, Congressman

Sarasin.
Mr. SARASIN. I do not intend to belabor this, but, I would like to

thank you very mach for yonr statement and for ybur responses to
the miest)ions of various members of this. committee. They have beet)
most helpful to us this morning.
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I would like to get intcOne area. That ik the question of khe pre-
.vailing wage section of this bill which requires that the public serv
ice employment will be paid at the minimum wage, the comparable
wage, the date it is vacant wage, whichever-is higher. I wonder if
you would address 'ourself to that iSsue?-; .

Mr. GREENSPAN/It is apparent to nie that if you designate public
Service employment as the employer of last resort, but you Mandate
wacte levels which would tend to be at the upper fringes kind in
many instances in excess of comparable private wage pattern , there
will be -a tendency to make the program the employer of.first esort.

In the context for -example,: of Davis-Bacbn, where We ha e spe,
cific differences whiCh exist between the union and nonunion c ages
within comparable job categories, I think there would be a. tendency
to attact people away from other jobs to jobs. Whiie,-in the centext
of *hat we have just been diseuSsino., would likely be less pro4ctive.

Mr.. SAnAstY. -Would that not retilly, exacerbate the sityation that
we would be trying to solve by this legislation, .aS I underaandlyour,
statement ?

Mr. GutsxspAx. Yes, sir. t
Mr. SARASIN: It has been sUggested to me that we had such -grgit

success in World War II with a planned, centrally controlled &on-
omy. When we moved 17 percent to 1 ereent unemPloyment, that
we are in a position to do it again, as I recall the testuilony.: It btod
that in spite of the fact that ive had 15 million men under arms, iand
half of pur GNI) went into war production. Do you think we liould
do it a,,Jain?

,Mr. GREENSPAN. No, sir.
Mr. Smusix: I agree with you very.much.
Mr. Qum. If you recall, during the *ar people were froienin their

jobs. I had a hard time getting off-myfarm into-the -service.
Mr. GREENSPAN.. That is one reason why the uneMployment rate

got so low. There was no mobility in the system. : .
Mr. QUIE. You will yield there are still some- pee* froien 'con

their jobs.
Mr. SARASIN. A question was addressed concerning the situation t4h;

Western Europe, and the low unelnployment rate. I wonder if yolk'.
could address yourself to the other side of that'? Wh,I.,,,,ciric,1 oi ft a.ens'

individual tax burden is placed en the citizens of
who support some of the programs that exist there4f*:'''''"....I'4.;.'.;, to,
our tax program ?! .

Mr. GREENSPAN% Taxes generally are higher in 1-1.: -; ''.%_"1 rope
than they are here, .Speciftcally, in the, .lirmted, .r It xam-
ple as you know, the tates are very substantially ,

Mr. SAAASIN. Dr: : G'pvensPan,. again I ;want . ,I , e , very .
much for your help to the conunittee thiS'morning.

Mr. DANIELS. Dr. Greensitan,-on behalf of th .., 4. ant ;?.?.'
to express to you our thanks. for your testimony. ,..g.

Mr. GREENsrim Thank'you very much, Mr. Clia ,''"e".t., - . ;.i;"'''''' ;

Mr. DANLELfi. The nekt witnesses alp ,my eollea r. ,;,, the Con-
gress of the' United Statesi!And the first one to te-.','0:;:l'''t' fon. Alm,
Conyers, CengreSsman ,from the, 8tii.te, ef Michigan. 4

09:
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STATEMENT OF 'HON. JOHN CONYERS, IR., A REPRESENTATIVE IN. :

CONCIRESS FROM THE STATE OFAIICHIGAN '
'if *'..1

,

Mr, CONYERS. Mr. Chairman and me'mhers of the subcommittee,
regret, that first of all, there isn't a mirrophone, to catch some
very, interesting remarks that are exPressed, but frequently
heard by evercbody present. Secondly, I would note tht
league, Ms. Abzug is here, and I should state that ordittaril r ,
these circhmstances, I wOuld yield to:the gentlewoman of. or. ,
and let her precede me. But I think there, sh6uld be some '`eopii-
ate buffer between her and the preceding witness.

fLaughter.] .
I offermysellin that capacity, to begin this discussion. ,

.

-Mr. DANIELS. John, let. me say this; that the witness ,e,been
4scheduled in the order in which their requests ,carhe i is,sub3.-

committee. Normally, I Would call on the. gentlewoman Mitt -And I
, am quite sure that my male colleagues would graciouSl cede to
that request.

Mr. CoNvt;n:,...Of course, of course.
Mr. MEEIK Not me.
ILaughter.1 ?

Mr. CONYERS. At least:. the, question of Congressna1niority
was not involved in this selection. , ....:!, -,

4.1

.Now, to follow Dr. Greenspan, of course, radicrt v.g. .Nyllat-- ,...1
eVer was going on in my head before I got here. 1in t Ip:Ailit. '.-. -J
quite frankly be highly'appropriate for me to ask g6.-.15ack,!.
and .pkpare a small presentation, just based oh . fforenceS Of :
views with those.he has presented here, just in the tit' that Ad
'was here. I didn't eveti hear but a fraction of his testfm nv.- ,,.:;,.sr'

,Perhapsthat develops a very nnportant -point. Ah ,I
ecohothists as 0 group havelargarlips0dvised more., im,,.
other professiOn .knoWn to maiiidritl. So muqh;.,ro .t ,.....i.-,;.;1;;'

there have been Tecent reviews,,,by economistsihemselves, t a
to examine th.s2 shortcomings. - , , ,..

-. And II-)TinW tat this' cot-Ornate . after weeks of prodig ,..'

,Anci uRfortinately having beert ibject to testimony 'by" p 'any,,t
raCCIlionligg should keep that in tn d. . . '',...

, , ,
'You lirmwhat, could he a very.valuable product,

4,tee_ri.t, _Aortae:1%1a, after the mos important sh ..Iii
intuit-
ornic

.,-;.i)iece Of legislation that.has been i itroduced;:sin .10. ,e.. been' hi the
, Congress, eould be a study of the usrepresei 0,,;,, 'ce. errorsthe

..-c failure'of this science of economics. I. sa .finorously -and
...seriohsly: Bee:Luse' the list Of their failureS redictions would

itally malte.a book. A§ a 'matter Of fact, they I made at least one .

'bO;oktliftt' I 'kitow otAProf. Robert. Itekachti? s "Economists At'
1.311.ir ), 1 ,

.
,

.kow,,Mr.'Greeitspan i4;.of course, most, reMembered. by ordinary
peoplig'nbt in:ConAAsss for hit remitrk about who was being most,..-

1.,.' deepl?..a0cted by ffie Awegsiiiii., Ymt mOilic all it, members of the,
,",,. committee...it was his judgment' that 'if ught it was bad , out, .

i.ri Detroit, Aere uneniployinevt was ru 4thOut '21 percent, he

;
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said, that ."You ought to reatly find out who has really been most
hard hit." He said, "It was Wall Street." RemeMber that? I hope

you do.
Well, the point I am getting at is that there are economists and

there are. e&momists. And they bring to -the Congress and the execu-
tive branch, not only .their view as reasonable men, and honorable
membersof that profession, but they bring also a political or ideolog-
ical point of .view that neessarily accompanies it to this verY, very
important piece of legisli.00.

I propose, not to try4IJI:ell with Mr. Greenspan.I started taking
notes and I was goin0-1(r.--teully :come lip here and trv o do a
correetive job; ill terms II-this into focus: I cannot Ile it I
will not fry. .

Rut I really think._ti f. e.is upon Os, when we are going to
have to set aside all c of the economists. and operate-as
legislators. And' it is v .-ac_filf,ft'esting that last 'night, not accidert-
'tally. I was with the Congressman from Arizona, LIr. Udall, a 07
sponsor of I1.0 ..O : the former Governor from Georgia, Mr. Carter,
a recently turned devotee f HT. 30. I have received intimations
from, the Senator . from the State .of Washington, that he now
endorSes fully the principles in O. And it seems to nie that
this bill is about to make somemajor moves ont of the distinguished
committee that it has been in, and that we are about, perhaps,- to
move to 'a very important. part of our history in., whieh We comple-
ment the bill of1945-46. Which really addresses itself to this ques-
t ion. That bill didn't resolve. tli e. question of ntemployinent.

H.R. 39 states that full employment is a prior econoinic goal, and
does not equivocate asthe Employinent Act of 19-16 has dOne.

Nmv. the reason I mentioned the names ol the gentlemen that I
,d id. is because it is very critical to understand tha,t. there is a great
movement, in .the.coulltry among the people and the leaders, that we
respond to this :very fundamental economic condition. Om we put
everybody to work in this country that wants a job? Are there some
economic circumstanc'es that are so complex, and are so Mysterious,
that would make this impossiblo?

I submit, granting complexities, that we can do that. And I am
riot talking about 3 percent. or 21/, percent. I am talking about zero

.0 percent unemployment. Except for transitional unemployment, of
course. lf that were the objective ;f the whole Governme4, not just.
the CongresS, not, just-le/seah igency, that it could be ,acclImplished.
And I t hink that there is someevidence to support that.

Now, the congressional 'black caucus .1ms become deeply involved
in this. And it is ma of that, context that I refer to a discussion
with the Speaker of the House of Representatives, who, meeting
with the author of this bill, and several others, has put his support#
behind UR. 50, as T Presume you know. in the strongest possible.
fashion.' He.said, I will do anything you gentlemen and ladies visit-.
ing me today want me to do ahout this bill.

met with the preSident of' the AFLCIO, Mr. Meany, who
wits investigating this billan earlier version of it. He also put,
itecordingly, his unequivocal stamp of approval on the concepts that
are involved in this bill. A hundred and fifteen Congressmen have
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said the same thing. The Majority Of the Atherican people,,.by, every.:
poll that has been taken, hav.e said the samnthing. And the Speaker
said, when I .asked' the question, whent He said that we could .get
this bill through. the 'Congress by May. Anil sol' I dean underSta.nd
your dilemma, in terms of either calling back the previous.. witness,
"or forgetting it, and just going ahead and doing what we 'hayed d'ot
tO do, asdMemlierS of this Congress. .

The question of who.i,s going to govern the executive branch for
the next 4 years .is -very largely involved in how this question is'
'resoh.ed in the Congress. Because rightly or wrongly, and I perceive
riglitly; that it ,has been determined by nolo; voters, that this is tt_le
key niiestion on which We are 'going to judge .which candidate ought
to be in-the White.IIouse. A. very -legitimate .way of choosing, since.,
frequently, there im't a dime's Worth of difference. And what I am
saying to you here. is that the Congress must act, on T1.1L 50 as
expeditionSly as possible.

Now.' I have prOmised myself that, I was ifot going to discuss the
.moral im.plications of this. But I will spetid one sentence on it, I
think it is iimnoral, and criininal _for people -ia the Government to sit
..around here and talk: about WhY people can.'t be put to work-that
want work in Ameriea. And so f corne to you' with some.vetY strong -
views about the passage of this bill. .

it' ./t1 P.;Tlw facts ,s4c rounding it you by know .)e. er ian T. it
there are a' cbuple bf things fhat I think that w0 shou4d.Jeal..with.
And, one 'of them is that the'bill is ttibAveak; for My tas1-04011,
know that the 1-e!rislative. process .requires:, that :Ve. moderfite-
objectiVes. I understand that compromise' is (;Ssential, to getA4ify
thing through. But I am 'a fraid o wherq we fire going to end tip...
from where we are now'. And it, may'be iinoth.er', 197.6 versiOti-4,
1946. (.Now, you know what happened in 1946: We started out with a
great bill in the Senate. And it was seriously eroded ind the' 116use.
Well. this thfie. the House is the initiating focus in'the Congress.

And it seems to me already, that perhaps, we may have made
some concessions that we may end up regretting. I would like to
identify them.

First, is the determination 4,hat tlw goal of 3 percent unempl6y-
ment shouhl take 4 years to achieve. I take exception to that. I will
tell you why. We are really talking about 5 years. T think I' heard
somebody aireaily intimate that.We could do it in lesS than 4 yehrs.
We could do it in less than 3 years if we wanted to. Why don't, we
find ont, since tlw Chairman of the Economic Advisors was just
.before here, and said : "No. T do not Think we can repeat World
War TI, the World War II effort." No. Why no? NobOdy even both-
ered to ask him that? It, was jiist "No." Just a throwaaY question.
It doeS'n't even deserve to be explained. Just in his view. Why disa-
gree NI.Th his view, with .altdue respect? Because there are other
ecmoinistS that happen to think that we can achieve this. "We don't
have to match World War II. But we don't, have to .talie4 years to
come to 3 per cent. And there is a lot 6f evidence, of that fact. And I
think you knoW it. And if anybody doesn't on this eomthittee, I wish
they would indicate it, so, we, can at least get it in the record, so
nobody can say they didn't know it.
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Now. section 206, with these eligihility requirements. I object to it.
What difference does, it make how Mariy people in the household are
working, if 'X. is out of a. job? NoVthe Joint Economic COmmittee
said-that throughout the year of 1975; 75 millioR people were -out of
work at sometime .or other during the year. I. think Ihat it is very
important that: we get rid cif some of those eligiblitf tequirements. ;
It IS seetion 206, page 33, It is too stringent, Mr. Chairman: And I
know what has to happen when we start bunkering doWn here,, to
say we are going to pass a bill of this magnitude.Yem don't have to
tell me before you .get to the Rules .Committee. The word is: "No
Amendmentsimproving or debilitating. No Amendments. Or youare never a.goin tO get. this bill through."

Now, if yout'don't do that here, we, are going to try-todo.,it on the
floor. B-Ut I know what the outcome iS going to be. That is wh,V Ii
am asking you to give it your most c"areful consideration.

Well, there are some, other 'things that I could mention. Stronger
language. to mandate Opt. the -Federal]. Reerve. Board tailors it--S;.,,
. monetary .policy to conforin jo the full employnient target even
though Mr. OreenSpan thinks that that is really not too very .taut. But I think that, they ought . to be. mandated. to tailor their
policy t6 employment goals, and riot to leave them too much diScre-tion in that. . .

Of course, the Federal Reserve Boaxdought to be bropght back.in
the whole governmental reservation,* Aor.e.trs today it exists out in
the -spiiee, like a little planet off the conkellation. They respond to'
nobody. They are subject, to no, controls. including the. Exe(7cifivZ
Because we have had conserv'ative Executives, and conservatiiie heads
of the Reserve Board, and conservative economic 'advisers, there has
,never been any serious disagreement- among them. It. is always,
"Let's, increpe our capital investment.'" Aria down at ihe
end of the thbe, you create soine jobs -for all of these people they
claim want work.

Noy, if anything has been more disproven than that, it is the.
tricleWdown theory. If there is anything that is More discredited, it
is the idea that- there is- Some tradeoff between, imemployment and
inflation. We all know that there..are now a -substatitial number of
yiews from economists that.this doesn't.liilVe 'to be. Weall know that
we don't want to`take the patterns 6,f policy from 1953, and .try to
use tIlOSe as a, guide, for anything:in the future. We have been
throtigh all the. recessions. You know it.

Now the question is, in my viewhow strong a bill 'are we going
to corne' up with,' and -get ont of Congress this year?' And join the-.
major issUe before' the American peOple? And I urge you to make it
as:strong as you feel that -you can'.

Thank. you.. .

Mr. Dni,iinr,s. Thank yon, John, for your testimony. I want. to
coMpliment you. for your views. In your testimony, you said that-
this. bill is tob weak. What amendnientdo yon .feel should be, offeredo straighten this ? And which, do you feel, will' have a fair.
chance-of being considered and passei4 by the Congress:

.Mr. CONYEU. Thank you, Mr.. Chairman. Let me "say, that the'
first thing is' our goarl of 3 percent in 4 years. What did the ehrlier
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bill have in it? .The earlier bill was 18 months. TheseA'ond is the eli-;
gibility reqUirements in 206': The third is the languageffnandating the
Federal Reserve .Board to start acting like full-emOoyment 'goals
have something to do with them.
' The other one is giving a legally enforceable HA to thbse who
don't get a job even after we pass the law, and haycIlie Executive,
the. Congress, the fiscal monetary affencies all. working On this. Why
liot give a person.a, legal right? Ile hasgot a legal right to unem-
ployment compensation. He has crot a legal right to Social security.
He has got a legal right to welf7irefor unemployment and work-
.men- comirnsation. benefits. YOu mean we are going to put together
the Most unportiint piece; of Jegislationsince the 1946 bill, and then

. take out the right .-for him to ste?, Oh, I know there ,are goifig to be
some who -sayoh,.thatis,another 'bureaucracy? If you do not give ,

an unemployed person the right to be effectively represented, we. are
(ming to be doino a °Teat disservice to the concept that is embodied.
in' H.R. 50.

Finally, I propose that we restore the provision for locarplanning
counCils to administer public jobs programs,,as existed in Oie bill's

.

.previous draft,
Now, those are the five. propositions that I would really urge you,

Mr. Chairimm, to do what you-canto strengthen.
Mr. I),Xim.,S. Thank you vey linich. I recOgnize the author Of the

bill. the."leman from California, Congressman Hawkins.
Mr.RiwiiiNis. I thank tlie- gentleman from Michigan for his con-

tribution in this field. I know he has thought the various phases of
the bill out very carefully. I think he was involved in the original

%bill that was Introduced. I think his suggestions were very construe-
.. tive. Some' of them, I think, have been fairly considered in terriis of

_both the objective'of getting an effective bill in this session and.also
containing the support that is necessary. In .other words, I think
some suggestions he bas.offered are to be considered very seriously
and in fact are already being seriously considered.

Two-of his suggestions are already being considered; in partictilar
:the criteria which' are used in a terminal aspect of the bill, as. to the

number Of persons yhio may be think we are -giving
smile very serious thought to making some changes in that particu-
lar sectibn of the bill.

Tho second concernsthe percentage. We haYe had a lot of differ-
.

ences between tfie Senate and the House as to whether it shpuld; be. 3
percent.in 18 months or 3% in 4 yearS as it is .now. I ,may.say,that'y
there. wasvery tangible support in the Senate. A's a mattefOf fact;,:.
our only supp*in the Senate, has suggested that their StaftMem-.
bers with wham tpey have consulted, and with apologies tO'iiferring:
to the economists, that there are many economists servinglvithin the
pafit administration and under much .more .progressive administra-

,. torS, who objected to the 3. percent in 18 onths. e. need some
Modifications on that, priinarily, for getting s'upport for-the, bill.

persbnally, fought against -changing the bill from its original,
:position. I am fairly satisfied- that the important thing in the bill is
the- establishment cif -the right-toijobs the statement of 'a goal; and
it is not an absolute goal, you . well said, it iS the particle goal
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The important thing -to me ig reversing the direction 'in which.. we
are.11 w moving and getting down to as loW a percentage as we pos-
Sibly tan.

Actually, it is -not a goal of 3 percent in 4.years; it i not a goal
just an excess of 3.percein. I think, -if you consider the first part -of.:
the bill itgelf. as well as 'the other strengthening features of a bill
that we have made since the original bill7 the revised version is, iit

many ways, stronger than the .programs we have actually put 'intothe bill. .. .

Mfill 'V of the other features of the bill i11 for a study of various
governtriat progratns,-the elimination of :dhplication, and the spell-
mg out of the.types of programs-we think wimild.be extremely sig-nificant in accomplishingthe purposes of .the, bill. Those provisions,
of.the bill are. much -strotigerthan the Ii41 itself. I believe it is these
stronger provisiobs. to which you .have .1 think that with
some; minor mod i ficationsone or nvo to which you 'have Already :
referred todaythe bill is an effective approach. If we can iiiove.
this bill this year Ihen,'I think, we .hate come a .long way to ards
cone*. that people.will accept in its early stages of operation.

I would like to have a strong provision for court Procedures with
respect to the ridt to sue. I have based this on 40 years of legisla-
five experience. We have 'faced this with EEOC, job area centers,
social security and in many other areas. We Made matparconcessions
to administrative difficulties during the: first.few vears'of operation

. of public: programs. Ana. I think,that we have got, to admit ,t,hat to.put the bill into operation. we would -IVA want to see, the program
discredited and confused by a lot of administrative. difficulties,.

-which may-come from-some of the stronger provisions.
As a coauthor of the, bill, I am in a strong position to defend the

bill.in its present form with one, or two thinor modifications. I think
that we will give _very serious ttiought to.: one or two of your sugges-
tions: We coFunt.on you for such assistance as we may obtain.

Mr. CONYERS. I. know that- von Will.
. As the author. of course, I know that voil are going to be pressing,
and I know;personally; ybur views and *know that you will be- fight,
ing to keep.tlubill. as Perfect: in' all respects as you can. What. is.the,
standing of the persim who 'would .feel agrieved urMer the.act now?
How could* secure'the rights that are enforced.by

. .

Mr, ITAwtuNs. I would think that the ..individnal, first of all:
would have the administrative rights which are based in..the bill. I
think the other phases of the bill, a§ to whether they are.being ade-
quately, administered. wonhl always besubject to suit.

I' think administrative- iemedies, -ceitainly in the 'fifSt.-stage opera-
tiOn o the-ljill, would be the strongeSt recourse thht individhal
grievIrnt Would have; -

.I .would certainly think that this is.not therfinal version. If wegat
the, type of Cfnigress that- would pass the bill -and type ,ofadriiims-!

,

.tration tivit would sign tbe, bill, then I think we could look forward
to any .othet changes needed. ,

D.oirELS. I 'now, xecognize the gentleman from .Washingta14.
Congressman Meeds.

Mr. 'MEEDS. Mr. Chairman,. I :do not haVe any questions. I just
. want to commend my'colleaglie for a'very fine, affirmative statement:
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It., is particularly gratifying- I would, a1F3o 'advise that my collwuet
from . Washington, Senator. jaelisoii,:.hti'S yeen, a' very stiong.,.Ap7

,0 .i...

porter of H.R. 50 from the outSet. ° ., , -
...Mr. CONrril.s..I am ghtd-t-hat he is..

'Mr. DANIEI,S. Thank you, John.---.#4;' ,-.-
IA statement from Hon.JOhn ConyersUlowsil

;"':. , ...

n PREPARED STATEMEKT OF HON. JOHN CONYERS 311., 'A. REeath:xy4crIvE v,
CONGRESS FRONt TDE STATE OF-MICFIIGAN -- ''' . 1 ..; .

. . . \ S :;...

, Mr. Chairman and Members of the Subcommittee; the opportunity tb- be
heard today on the Full Employment and Balanced Giimwth :Act is eSpeelally

'isignitleant to me, to all of my constituents,. and to all, other . Americans ',vim
/ have experieneed the rude shock the..past several years iai seeing their pi'ide In
! work and sense of competenee Os breadwinners wiped out by forces heYomj,..,_

,.. their control.
.

. . . .
. - .

, -I ani firmly convineed that the much4outed notion-that ninety- per vomit of
Americans, who are working., don't really care about the ten' pereent without
lobs is totally- without fmindation. Those who wish to see this-hill defeated'.
-would like to show that only 'a tiny minority has a stake 'in it.. TO the con-- .,.
trary, today's unemployed are, M)t 'the only individu Olme want n.R. 50..
enacted. They are joined bKTffiTlions, more who alway.. msiderki themselves .to ...

he part of- the mainstreafa of society only to d Cover, that they too are
expendable and just one step reMoved from .the shame and, disgrace of jobless-
ness: TheJoint Economic Conimittee last year estimated that seventy-livemil-
lion Americans at one time or another were.hit by unemployment in families :

,..with, at least one breadwinner .who was Mit of work. The way our &mummy Is;
strnetured, almost all employment is basically marginal in the sense tivt even
the best-trained- and the most productive members can :. becomeconothically

ndisplaced citizes 'overnight. And this is a consequence of. a ti y minority in
our society who elijoy ,almost -total centrol over the deciSions ,that affect :the
livelihdpds, plhns, and hopes of all the rest of th&population....,' , , -
'..The past several years there has been:7a ;rapidly growing-, pereeptiorr among
our people that they are pathetically pispenSable objectA Of the econonmie
system. My evidence are tWo highly reSpected polls, among, niany '.. others, con, .:
dueed during the past several montha. Seventy pereent. of Americans polled
by CBS and by, the New York Times. in February favored the Federal GoVern-
meat guaranteeing "that every person who wants to Work has a job." The
Peter Hart poll last dilly demonstrated that large majbrities favor substantial
changes, in the 'economic system,- lack..confidence- that big business cares to.'
,make the changes nece7Siiry to employ .all those 'Who want to Work,..and want ,
to make theprivate sector fully accMintable.to the American.people.'... -

The'oPponents Of the Hawkins4lumplitey Full , Ethployment sin ,who 'assert
it raises dangerous expectations and hopes in the .piiblie mind bad better ;
reflect on dm filet that .these expectations and hopes arealready on the Minds-. -
of most,AmeticarM,7and that H.R. 50 embodieS them' in legislation thaCmore :

'7.thah an-y 'other now before the Congress can fulfill their expectations. Public
;.opinion is well prepared for enactment of Misr bill and only its disfignrement .

or.defeat will cause the Congres4 future grief, not. the hopes amid expeetations
theMselves. ' .^t:,.,.-.1- o.:;,:.

. .

1,..am. eSpeciallv pleased to:. .V,;,i'bianee to engage in dialog wall you
because 1 coksider this le0s_ t on..,i luftringnit momentous economic 'legislation

'before thisCfingress or anv.rIpds,Conress since the 1940s. Thirty years
ago the 70th-COngresS first d ba 00Ni:full emploYMeht legislationwhich in
its essentibis wasnot.--yery dIfferegti,;;Wnag the present bill.' And remit for. a

.moin'emit trie goals uf the FulllhaTiktiient Act of 1045, sponsored by Senators .

Murray, Wagner,..`-ond Aiken, among others, nani by Reprebentative Wright
. Patman in the:Iloing:. That bill sought; to promote the generat well-being or

the nation ; to protect the-American home and the Amerlean family: to aise
.kbe.stondanr of living of all peopfei to 'utilize fully our natibmal.resoarces; to..
promote compeptire private enferpilsei and to' strengthen .nictiOnal security. .,
and contrihute to n lasting peace. Who among us ,wvild question the oesirabil-

. itYand the urgency of thesegoals1 _ ,
, .' .4 lit .
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.I doubt that anyone disputes...hew providing work- for all citizens helps
, .

Maintain .a ostrong, stable family and community life, or contributes o raisingthe standard of livfng. But I suspect that the .connection between full employ-
ment and the promotion ef,national security through a lasting peace alludes h.
great ninny? Is there any question fluff. full economic, as well as paktictil, par-
ticipathin in societY secures morale and popular .support for our institutions.?
Jobs give individuals a .sense .of stake in their country and impel them to feel
responsible Pot what they ,and their government do. 'On the other hand, beingleft out .of the -system is" likely not -only to lead to non-compliance with itsrules,tind obligations, but .also to.destructive behavior directed against ltp veryway dfllfe.

And.what about -the connection between full' employnmnt and peace? Shouldit he hard tosee that a people who are fully: engaged, in useful.and'satiskyingwork are less likely to support ,,ksigns,of military adventure abroad than are'a people who are despairing, .angry, and forelorn in their own liveS and whoare suseeptible to the appearthat their frustration and distress is the' wotkenemies within or. without. Fnll Employment woUld fester a hopeful:people,who don't need scapegoats and, who recognize fully because of their' own pro-dnetirity. that the last thing they want is to go t6 war afiedestroy all thegood they themselves have accomplishedin their.lives.
.Today tiswe emedder U.R. 50 we confront a league of opposition similar tothat ,w1ilch fought so bitterly against the Full Employment Act of 1945. BMthere is a difference. The arguments of .todaylts opponents have far leskered-ence both because, the etanionlists they depend On have'.been ,sp tlkorouglity dis-eredited.by recent economic history and because the opponents t*mselves' justbarely can disguise the real rerasons, for .their opposition--4elf-selling

audcpOlitieal reasons that serve to insure the perpetuation'of a structure
.of hlriYiPege 'that has"lelentlessly ehewed up the incomes:Initiatives, and inter-ests of meSt American werkerg and oinsumers. ,We have heard virtilaily.every.`presidential candidate publicly embrace fitllemploymenb legislation :lir-Wit, titstractp which in tilost cases, but not all,amounts to nothing :nnifo,atAn lipservice to the. American creed. And many..bemy colletignes also aSsert,.,wiflt.'such .sincerity that, .of cours'e, American§hould work ratber IhniNie!idle.and despondent, tha't everybody. agrees abouthe end. but 'reasonable and .women Can disagree over the "means to ^achieve,it. Blit I Challeaget1M mendacity of tonic who insist that the goat can.be achieved without thhjor changes in our politicahteonomie system, that theswelled free .enterprise system, if left alone, is fullreapable of .generating allthe jobs that Americans want:'

Well, I listen- politely and then look at the history of freeeenterprise's cepa-, bilitY. and commitment to create all these jobs. Dinqg the past thirty/ yearssince the passage of the Employment Act of 1946 (whit% of coarse, was a fun-
'. .damentally watered-down version of the original what -has really beenaccomplished? -IV'hat has the. private Sector cOntributeel tcr full 'employment?Tlier official uneMployment rate has averagedo4.9% ' for the laboe force as a -'whole, but twice that rate' for black Americans, tifteon per cent or so for teen;'tigers, and 40% for black teenagers (and women who haveolways worked,butwho never received the comPepsation they -desetVed as mothers and honsekeepTPrs were ,ivirtually excluded from the _workforce altogether), The 'free enter-.pril:e system Contributed the highest annual 'rate of unemployment just lastyear, an overall rate of:9%. Only in two years 'since 1954 did the unem-ployment. rate athong hlacks nationwide dreg) beloW 7%. And unemploYment,..rates in major eities.have been Catastrophic daring this perj10-,--inIlletrOit theofficial rate still hovers around 12.5%. We have not had full empleyment atany itime since 11)53. Is there any. reason im Op basis of flue histrical per-formamg? -of .the, free goo rprpe system to expect that this same syWin -willbring' fall'employalegt The futfire? .

It is no coincideW that I1.R. rto mimes before us 'now, and has US genesiS'inthe experience of N'ietnata.and the second greatest depressinn in the 20th,cen-.tury, Dist as the firSt full empleyment bili had its origins in the Great Depres-Sion and in' World IS,ep&essions offer the'post convincing refutationthat business cycles are not just routine economic occurrences, performing nee-essary adjustment fonctions.. and self-correcting, bpt.raher that their impact.
7 is -horrendous, their daninge Tong-term, and more importantly -that there' is no

. .
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reasonable justification for thes. kirflp , given sensible policies and programs
. .of long-term economic plannigg. B 4s cycles perpetuate private' cmitrol over

. .

a labor force to be used 'lgood;t es, to be discarded in bad times, arid
always to he kept off-baiptqc Ukr.the thireat of.lay-offs, And I suspect theonly two full einploymiJ hewpast thirty years grew out of a context
of war-for two rea-RO Thhirtnition can comnill itself totaili to the'
struggle for frmlom ab d, an fk-no less than 'provide the economic condi.,
bons of freedom at home: ,secen21, this nation eon do no less than providenits
veterans with jobs after .ityliks seliEthcm off to risk their very lives. After
World War II Lord William'Beveridge raised a q4est ion on ninny people's.
minds : "Uqemployment has bhfi practically 'abolished twice in the lives of
most of usin the last- war duff in this war, Why 'does war solve the problem r,
of unemployment which is so unsolvable in peace?

I am distressed at the barely-veiled cy'nicisM, of the opponents of the Full
Employment Act who nonetheless assert their commitmeut ta its goals. These
are people who argue that the free enterprise system is the bedrock of the eco-
nomic miracle the pn.st 200 years,-comfortably countepauce the billiont in
annual tax subsidies nod other forms of ussistnace the Federal, Government
provides, yet who condenm government assistance in creating jobip for the
unemployed and the poor.

Opponents assert that H.R. 50 would create permanent public employment
that amounts to make-work jobs. But sviay di-) we consider the work that.'
makes a better grade of dog fomi or n more bubbling beveragemore satisfying

. and self-respecting than the work that creates hiispitals, schools, recreational
facilities, and liveable cities? Why arc public jobs considered things that
merely involve cost, whereas urivate jobs can only create wealth? Were" the650,000 miles of roads, the 110,0(X) schools and libraries, the 13,000 play-
grounds, the 78,000 bridges, and much more, created by WPA during the Thir-
ties make-work ?

Sonie critics allege that the gonl of H.R. 50to create ten million additionaljobs by the end of 1980 to bring unemployment down to 3%is unachievalde.But jobs creation on this scale was accomplislwd in the space of seyeral
months during the 1930s. From 1949. a recession year, to 1950, civilian employ-
ment was increased by 2% in .only one year, which would come to about 9% in
four years, allowing for .eompounding. And during the 1960s civilian employ-inent was increased at rates elese to what is required to meet the target of
H.R. 50.

.` Others argue that if we look at the 20-(idd years since 1953 there is no
reason to believe we cag achieve the economic growth required to reduceunemployment to 3%. by thetend of 1980..But we all know that this period of
our economic history was very 'poor, including five periods- af stagnation nrid

.,five 'periods of absolute recession. What kind of record iS this to serve as a
standard for the future? The import of.H.R. 50 is that we can do better.

We hear the argurnent that the attainment of 3% unemployment: would
break the Fedelnl treasury. These crities obviously have not examined sonic

76ii.ipetent analyses which 'indicate that twp-thirds to.. three-quarters, of_the
adflitional jobs created' under H.R. 50 between now and the eneof 1980 would
hi private jobs and that only apout .1.5 million at the most would be from the

leservoirs of last-resort publicf4 projects: The counter-cyclical mechanisms inH.R. 50 would phase-ofit public service jobs to the extent that the necessary-1..
employment is created-in.the private sector...

And we hear the hue .and .cry that the government jobs created wbuld bewasteful of resources. This is outrageous when we cOnsider the far more dev-
astating waste accruing from the forced idleness of millions and .from theunderutilization of our full productive capacity. Conservari:ely :estimated,.during 1953-1975 we forfeited more than 3.3 trillion 1975 dollars of total
national.production; we suffered the loss of 61 million /Tian- and woman-years
of gainful employment; and at existing tax rates we have given up roughly

-.750 billion dollars of public revenues at all governmental kevels, Whic4 could
haye balanced budgets antlsereed our pressing internal puhliclieeds.And' in this conheetion,:tlaingh I appreciate the role of the Director of the
Congressional.. Budget Office in outlining for the Congress, the'possible risksinvolved in creating full employment, I 'am disturbed that she did not make
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reference as well to the even -greater risks of du economic policy that perpetu-
ates massive, chronic unemployment. lint we have the evidence of the true
costs of unemployment althongh the Congress, reflecting its own economic prpj-
ndices, has never undertaken a systematic analysis of 1.1mt hmnan and social
toll of joblessness. Take-crime rates. In Detrpit as the. :Amber of unemployed
Persons nearly doubled from ti)(70 to ILO% last the. crime rate rosoty----
17.9Ye. The relationship between uneniploymeut and rising crime rates was
attested to by none other than the Attorney General. There is also an inereas-

.ing number of studies on the relationship between ecimomic insecurity, jObless-
ness, and eclounnic downturns, on the one hand, itild indicators of physical and
mental illness, on the other..These studies clearly confirm that severe economic
recessMus aml prolonged periodssof imeniployment lead to higher rates of
mental illness,, increase alcoholisni, increased child abuse, and heart disease
mortality.

Two final arguments bf,ppponents bear scratiny. Last week one of the dis-
tinguished Members of thilt7;ubcommittee stated as a major objeetion that MR
50 like the Great Society twograms would raise expectations and hopes only tO
see them dashed. The public would be left, presumably, even more frustrated
than it is today. I am aware that much of what passes for political argument
today goes under the banner of austerityausterity, needless to say, for those
for wlami it has already been a necessary way of life. The theory seems to be
that giving millions of AmeriCans little or nothing to hope for Or to expect is
less dangerous than giving them cause for hope. I must confess that a doctrine
of 'politics that is based on public hopelessuess as a virtue strikes me as the
quintessential expression of all that .is opposed to democracy4 The Great
Society prograMs did not fail because too much was spent on them; bat rather
because too little wasspent for too short a period.-*More fundamentally, the
Great Society programs were based on incompatible goals: to promise a seg-
ment of the populationkundamental ameliorative change in their lives and yet
to do this without upsetting the status quo of privilege. I agree that if expecta-
tions are raisell and then dashed because government was never really serious
in the tirst place, a-et-littniptiblc,hoax is perpetrated on people.,That essen-
tially happened when the war in Southeast Asia by the mid-1960s was allowed
to supersede all the professions of, and actions toward, domestic social reform.
Funds were eaten up and commitments were breached. We must not dO this
again.

Finally, the old saw of the tradeoff theory between inflation and full
employment is advanced as a major -argument against H.R. 50: Everyone is
understandably concerned about inflation. al:et I submit that singling out
employment and wages as tne major culprits is more an instance of business
ideology than of sound eConomic analysis. This is a very convenient way for
the business establishment to shift responsibility from its own shoulders Onto
that of the working class. Since World War II the general price index has been
going up. continuously, as A secular trend; it has never come down Prices have
gone up in good timeS and bad, with high. unemployment and nearly full
employment. And in the past several years prices have been imperviousto shifts
in supply and demand. Last week the Director of the, Congressional Budget
Office admitted in questioning that the inflationary pZiformance during the
past few years has been so complex and so unfathomable .that it would be
most hazardous to make foreedsts about inflation in the years ahead. If lt IS
so uncertain what inflation will he like in the-future, while the benefits of
moving toward full -employMent are so certain and enormous, why should we
permit uncertain and unpredictable "risks", interfere with the undisputable
benefits? Frankl1t1atiles me that those who have witnessed recent double-
digit inflation coincide with the most severe and prolonged recession and high-
est nnemplOyment.sin*Hie,Great Depression eau still argue that a vigorous
-mOverhent 'toward a' strong and healthy economy would ,again bring double-
digit inflation. /-

In the final analysts, the reaWns for the oppostion to' H.R. 50 are really
more shnple 01[11144V these rationalistic Arguments. H.R. 50 would-enable all
Americans to wbrk fekardless of the profit-Margins of corporations,.fluctua-
dons in the business cycle; or the; sudden flts of austerity that occasionally
seize governments. No doubt it would lead to higher wages .and provide all
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Americans with liveable wages: (In 1973 approxinmtely 20,,''o of. all- families
living under the ,poverty level were headed by persous who:, worked 50-52
weeks.at full-tilne jobs.) ,

.

1.. 11.R. 50 would encourage workers to improve their work cenditious. It would
establish public service and work employment . as a crtdi bIts a tad creditable

.alternative to private employment. Butanost important it wonid be the cohni-
nation of the Constitutional mandate- to provide for th general well-being ant(
render goverutueut more than .just a handmaiden to the. rporate,economy.

We should enact H.R. 50 becanse this nation vitall /needs,it:And I want to
exprer my admiration anti esteem to my colleague, ngiessMii*Hawkins, for
his 'great contributions to the cause of full emp1oyuleut:1a-moSt.7resPects the
preseut form ef H.R. 50 is fully adequate to facilitate the goalW.N1 employ-
ment that so many of us are striving for. But there are a few- prirv.ksious in
he present. bill which warrant reconsideration and some very important,provi-

s'o° ns that. existed in. s'previon versions which are left out of the preserit bill
tl, t 13hould be -restored. The goal of three per cent unemploympt withiajpnr
years of enactment.-which means at least about 'five years from now, shoiia be
changed to a shorter period of time. Five years is too long for millions Of
mwmployed people to way. and 1. think it is well within our capabilities to
achieve this goai inuch-Sonner. I must express a major objection to the prior-
ity aud eligibility criteria istablished under section 200. This section severely
restriets the ,ritnit to employment by introducing conSiderations as to. "the
number of employed personS in a household, number of -people eikmomically,

-'`depeudent. . :- [or] household income . . ." .Qualifying etimloyabilitY by refer-
ence to thiAnumber of employed persous.in a household will almost certainly
discrinduaf& against the employment of women. This section may have the
unintrrciSusequence of driving male wage-earners out of the household. If.-

-' johtt,i,f Itti he a right there is uo excuse for a Means test. The language of
svtiotttllif,,,subsection (b) merely rerMumends that the Federal Reserve Board
desi4itialtinelary olicy to conforutt to the purposes of .the Act. We all recognize
thatui1111,Ss monetary polky clearly confornis to the full employment goals,
thereislittle ehance for' this to be,accomplished. I-recommend the language of
the prhiais (Waft that stated, "the objective set forth in this section shall be
binding c)n all executive agencies and independent commissions . . .. including
the Boarti of Governors of the Federal Reserve System . . . If the policies of
the Federal Reserve Board run counter to ,this Act, the President shall direct
the Board of Governors to,make the fieceSsary.chauges that are required so .

' that Federal Reserve policy conforms to this Act." ,
Finally, I reemumeml the restoration of two more .provisions of the previous

draft of . H.R. -50; The present bill does not contain any workable means for
enthrcing the right of employment either through administrative br judicial

. relief mechnisms. It is questionabte in the, present' draft Whether 'the jobless
have legal means to obtain employment,. Nor does the present bill.give local
planning bodies already iu under- CETA the capability to identify
local employment needs and to ad ..ter local employment programs. Such a
capability is vital both to lnsure t t all -groups in the population have accesS
to jobs and that the public sector jobs that.are created tare die oueS that are
most;needed where citizens live and work.

It iS-tpy hope that this Subcommittee will take swift acticili and report ont
this vitally important economic legislatien. In the past this hation has demon-'
strated incredible imagination. ingenuityenergy, andcOmmitment in mbbiliz-,
ing its resources to fight enemieji)verseas. In utia e everything was possible.. I
consider the unemployment thatwinillidns Orour People have experienced for so ...:

, long as much a scourge as war. The evil today exists in Our own society and
' takes the form of ari erosion of die spirit, a, confounding of beliefs, a resigna-

tion to things as they are, no matter how:unaceeptable and unjust. If we Put
our Minds to it, nothing prevents.us fromfmobilizing our resontees around the
greateat project of allgiving all Americans the opportunitr to work, to pro-
vide, to shine, to grow. This is the challenge before us.

M. DANIELS.. Our next speaker iS:the Hon. Donald Fraser
from'the State of Minnesota whO is Special Chairman of the Ameri-
cans for Democratic Action.
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% ENT OF HON. DONALD. YRASER,. A -ItEPRESEr,trIYE IN
t6Ntattss- noti THE STATE OF MINNES0*

Z.

r. FtlAstut. I would like to subt my statement for.the-Tedord.
. DANtri.s.. I ask that Congressman Fraser'sstatemAt
porated into the record at this point. ° .

Mr. .FRASER. 1. would like to jirst Make, a few observations of the
bill and to underscore some of the points that .areocentained in our
written 'testimony.

FirSt : I want to commeni the authors crf the., bill and this .'sub-
cpmmitt.ee for these hearings..1 regard this as cOntaining the moSt

ttopertant subject matter that has been before he Congress for
many years: Therels nomo.OlinpOrtant tiptional )jective than Rro-
viding'a job for everyone Who wants to workAn ,teakincr in my
personal capacities as a Member 4if Congress, I .aw, ii0f)arecr to sup-
port this bilt if1 any reasomible quorum inwliteh you ()ort it.

Having said that, let me just make a couple of observations. First
on the policy questions that are get out in the bill. Wq.would recom-:mend that the 3 .pereent, adult, unemployment target should be
'replaced by the concept. of a guarantee of a job for eY,Oyone who
wants to work.

Two: That for your ,time frame for reaching -Mk employment as
to whether find Us 3 percent or whether we. would recoMmend for ajob for everyone who wants to work, recommend. a 4-year ;time
frame being contraded .to 2 years.

Third : That 'the. language be, strengthened which would seek to
insure that the present and. thb-Federal Resoi'vegioard are working
within the framework of the gt alsset outinthe acc.

No. 4: We would urge extension of the opportunity ,.for citizens
participation in the development of a full-employmAnt plan.

.Now those are issues that deaf with the wa il. that the.policy issuest
the bill.

There Tire two other changes which I wduldlike t bring:.:tol,he
attention NI this subcominittee. And that, has .to do with imsdenien-
tation. First, in my view;74t w'onld be ti6.efiiriPthis bileouhl contain
some authority few thetise of wage-price guidelThes ektrOls.

*Second, it wotild be useful ..if this*ill were self-executing with
resilect totthe increase in jobs; that is. if ?Ty the enactment of this .

there were,put In Once job opportunities for Ameiicans who-
want to work. .

Mr. Chairman, Tet ibe just ni4e a 'couple of, comments in' purport.
cicf these chancres: First, ogly 3-percent targeOor adults, one of theproblems with that is tending obscure rather than to illuminate
thisdistressing sitUation in which we look. 'at an ovethll average
figM.e'thtb,t. codtwals the edibrmous;unemployment facing particularly
'young people and,_ even' more critically, young .blacks. Currently, Of
course, weare a41 aware- that the young blacks in some of the ghettos
of Amesica p.re facing', unemplqment rates of 40 to. 50 percent.. That
is obScured in e National average of 71/2 percent unemployment.

And, faritict that the 3-percent goal also tends to obscure
that vpry val:probleM. So, we need, on the question of 3 percent, I
think, to qbari1omi tfutt and let the question of the appropriate level
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Of nneMployment be sort of One that is self-defined. That is, people
gloving frOM job-to-job as they conte into the labor market and that
there is senkfrictional unemployment. But,olet it be sort of self-de-
fining so that anybody win) wants a job is able to get oneeither in

. .

the private 'or public sector.
On tlie. 4-year business', I Wouhl just like to observe that the 'Fed- . .

. .

eral Reserve Board, in a period of ,10 months,. between. AuguSt of
1974and'May of 1975 managed to run up .on nnemployment levels
by ahnost 4 million peeple., It Only took .them JO months to put 4
mfilion more -peoPle out of Ivork.,We ought to be able todo better in
coming back down and stretch it out over a 4-year,period..So, I woulcIA

. ,

urge that you take;a, hard look at that time frame. , %..-.. -.

Then;.third, this problem of kooing the elementg involved in ,,,,

plahning bere, tied togeflictI think the concepts of -the*ill is excel,
lent. It. reCognizes the 4torsthe Joint Economic Cornmittke, :the:
Budget .,COmmittee. the, yederal Reserve ..B8ard, the President, .tli`e .'

Congressbnt I hope that you Will look_ carefnlly at the lano.t"uage to--
make sure,that: we tie in as far as pessible, especially,..theFederal
Revrve Board. I have had it with the Federal eserv Board. I
think.they are nuts in the Molly they maiinge the. monetary :policy Of
this cbuntrv. The idea of restrictinff economic activity could -either
bring food prices'.d6wn 'or oil prices has got. t ID- ..of the mest
listenishing propositions in modern history. A-fic at obviously ..

.

.? lay behind the monetary policy'ofthe last several ,. -
Then, on citi2en pa 'cipaiion.-and what 'we NN e is that

there shonld be- regional ards created which Wi:"; in .the
planning -to ha:Ve-''Some .inpu nto 'developing th fti pyment
programs. ,- ,:.", . .

.?#.
Mr. ChairMan;et. me just finall), fro to the lasttw. ce,-

.more--.4affe-prica-controls. -I accept t view that na-,..,, sts

.have- that, as we...move. toward full emp nent,- tho
inflationary pres'sfyips which tend to be estab i. M. M. nt, 'Is
that the social cos0' of regulating inflation throng 'line '14f:is
nnacceptableAt 'falls too hard on too many people ..ho. a aolfgreptlx,
disadvantaged fiiriotat.7'the- bottom of the heap,- :Ark: go 4:1.,A4e.=.
pared to support publicly, and I do that in nv..ciktiret.,'..t.ii;o:kliFt.ge...
intervention of wifge-price controls thoughtiUlly carried:- Ouf.-0if:as':
an appropziate tradeoff to deal witli,,s9nre 'Of the not. j:iT4 SOeIRV
problems i71 society tOdav ; and,
ment but it extends to 'the develop-tient of crime and:.'iYelfare
broken families. -

Mr. DANIELS. John, would you-give fiel.i. testiinonyt
.

Mr. CONYERS. res. .

. We have had a numbi of hearinr S:. as on ar we I zawareoim .
have hoSted'economistS who happen41 .1)1 `4r.e.,w_ho 'haN44291jec.-- -.

tions to the itnpositimi of wage. and Nricoom itirrt 'trot fin econ-,
omist but the author of this bill lin., wpn t1i1tftr very.:-- ye,rv .
careful considgration. IEs 'j ent,..1 eX"-pert'On Vie stti*et is to:
deal with that/querstioo. ;

,

.Mr. FRASER. Well. I- d lie contriiik'zi''''oli:1--iilif7e'4.-6'..r 50 per-.1
cent-unemployMent in .ii :irefis.either.; filqiif T.IiitYe-to choose .1

... . ... .. .

will take froM selective% 5- May !some day. we Will? lut*Ye
, . ,L.'. ?: 44..'i, -

72-531-76 31
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*so$ 1. s le of o4 problems enough sothat we eanhaVe a different

!of thi ra leof . I missed Dr. Greenspab-ground in his views which
..,:are just adt ornitep with the needs of society today.

Wei+. (theit,, finally on-the-job programand I recognize -the

- thiig would happen. We run the jsk that We could paSs tbis hill.
tit. li-etatiesvh6re, but we run the risk.that i-eqcouId pass this bill and

e. 4 thv ,-.1046 Unemployment bill was passeci and will happen. There
, ATiP 'iliou't he a single more job. you know. tonOttow-than there Woday;

': bechuse' the. creation of jobs in the publiector';Under thi, 11-will4,
.. tsequire further legislation. It is not self7executing. And I' w that

von know that bi t I just want to make that point stronalybecanse / '.
inst. think this sec ion Of an importanVidea you 'are hotking with'

' here is that we need seek hn effective wiffiy*s .possible
ChaIrman, those a the points I want to inake.
Mr. DANims. I want to -compliment,:lou tor.:vour. very very '.

thoughtful consideration of .1-1.11. 50 and:Tor the icommelid'ations :

that you have made today. Yon have' my personal iiihnks Its; well as. ,.. ./- ,, ,the committee's thanks. . , .

I recognize. the anthor of this bill as.,the distingnislwl gentleman
froth California; Mr.Hawkins.' '' / .Mr. IlAwRINs. I certainly don't want,to .potponeconSideration..k
long that .we Will loSe some7of our NtitOsles.,43at I.Klckcommend yO14,:.
Mr. Fraser, for a'very excellent stfind and I.thinkyonrstiggestioilS-;,
as-to those ninde by Mr. Conyers were ywy -winstrOtii;k -I thuilt it.rg

'le'

very diffieult for an indivklual who hason6.throlifth.-..:).years of con-
feeences,listened to hundreds of thousands 'of .persofts hs 'they, were. '

,

represented by witnesses from some 15 t-(51>eods in the' 'field, to
try to impose a bill which attempts to satisfy:ty riuritter of indi-- .

viduals. It is a 4-.to 2-year period which you have ifidi,ch,ted-; I am
: thoroughly of the opinion .that. if' this were' a t",..-y.ear prOviSron -rather

. tithan..a 4-year provision or 18-months proviwn as I 4,gina1ly ld,
it 'Might take several years to pass the bill. .A.S.a reElt opprria
that Change, we wonld be right back to where. we 'weF. This reAndi j

. me I. think it was in 1953 when Governor -8tiehnsoit fors ..cam-
44 .

paigned, he ,Said, "I promise that byI thinkit As in 96 '...hat /
. every black person in America will be free'economicallyr L ish ....
:.-.tbat we had accepted that target apd had work&htowar it. I think
'therefore, that it is a serious problem and th4s$the'r n k ve .

thade.soine adjustments.. 0 tk*
As to ,standby price and wage controls, aga.i:;- thin. Os bilt.Will

.not be supported by anyone' except the mOst liberal indioridu4s or
the most liberal econoimst if we were to instif,ufe, it; ttt very ljegin-
ning of the bill. ii''provision that anticipated Price. and wage, II,.
trols. I diri not. think we.. would need to. I think idreqs., Ittsf iill,
on an assumption which,. b' you and 111F.',Conyers deny. 4.--

.why.the elimination of unemp -meat is'ffot inflatidnar
if voii assiime, first, of all, that ,ying to reach 3-percen emp y-.
ment in 4 'years is inflationary; -.then, I think that _we-are' on -thetei),
*tong premise. We haven't determined that this bilr is,inflatiowy
to the extent that .We have to institute spindby price' atkii w e .cq - '
trols. I see, however, that. in Order to preVent congress i e '

14
.,-.

,,...

alin.o. with this. But, there hasn't been enOtigh discusSion
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ministration, in their wisdom, from not advocating the passage of
'at. full employment bill, it may bc.come necessary to adyocate passage

- .0 wage ,. and price control. if we have the votes to, pass. standby
'-'7431rice and wiwe controls, then we :would have fhe votes to pass II.R.1,:

Q. . .,, . .

But: to say now that. this is necessary, implies that. the, bill- itself is
47,,Svok and.that we need this protection in order ta ;Tt the bill passed.
..And I disagree that this is necessary. .

..' Mr. FRASER. The question- of how much inflation w,ould be pro-
,. duced as wo movxd-umaret fall employment is hard te pinpoint, of

course. Some Ort le i. oints argued is that if you go beloW 5 percent
now. you beginto lose; f .course, that, includes young people as well
as -adults. .. .

. .

" My only_ Po,iii,t, Ithd the Main point. I want to make is, and I
recognize wliyou say and I know the., political realities hero is that
I am Qrepit'ked .Sto ',..acerept the tradeoff. Now, there iny be no other.
person M t.M country, who isbut, I am. , . ,

I aop't like controls but I don't like unemploynient even .more.
. Mr. IlAwKIN-s -The. administration has repudiated_ them, Wall

Strect,14tifnal has repudiated them, St,vvart-clrange has repudiated
them, altd, o not, sce-any reason why wo.should.

Mr.FNtSER:,1"au mean the.controls?.;.... .

Mr.-IIiwiuN's. No, as a tradeoff. I tlank that ..the evidence would
support, such a *4 ing as a-tradeoff. NoW, assurnino. that this is.true;i

,and that is the thr t of this,billthat there is 'no'l a tradeoffthen
Ithink thq.t we liav plac'ed.ourselves in a very embarrassing poSi-

,.tion to say; that we ha. e got: t o begin inserting provisions. that will
prevent a tradeoff. . .

Not onIy'that, but I thi lc the bill itself outlines six 'other provi-
sions that We feel shOuld be ed before we get toftithe point of even
discuSsincr the controls.

Until we have.done that-, it se ms to ma we should not anticipate
that controls aro needed. With res 'ect,' to the Federal Reserve-Board;
I do not know whether you haY'e had an' opportunity to read- that
Section of thebill,- but I thinkwe do provide a provision

Mr. Fiksim...,They have to report ,to you but there is nothing in
'that report:that ,requires them

- Mr..1-1,kwitdiNsi. The bill says that they must fully justifY any sub-
stantial Y.41,14tion 'front- the President's-goal and the rtinmenda-
tions coRtiiinea_inthe bill. ,

That, at leasti..1 think, goes 'a Jong Way towards *accomplishing
what .you want. It does .not take . aw,ay from them .theit complete
independence... -.

--1
Mr.. FRASItil. Dr,Bernstein will come down and tell you about

that. -. .
. .)

Mr. HAwkflis.: That is better than to come down and justify his
pOSition ,

,

Mr. FRASER. I think the proYisions in the bill are important.
Mr. HAWKINS. Dr. Bernstein testified befoxe d Senate.committee-

and'he indicated that if we were to giye him a goal, that he would ,
follow that goal. So, this is an attempt to give him such a goal by '
which we' couldMeasure the perfornance. ,

,.
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I think that is 'about as far as we .have felt constrned to go atthe present time. What I,said, 'however, I think, will mit 4tibtractfrom my contributionfrom the coin ributions which you have madein this field and the great supixirt which you have,giyen to support,ing the bill.
$. +4.I think he probably would agree 'with me that even inIts esellts,forin, if we can get 'this bill passed this seSsion, we will have4TC.onelong wily towards achieving the goal of full_emploment,' 4Mr. FRASER. Tule *conceptual framework would be it ace. That/sf:terribly important. We will not have finished the tagh t that, point..

Mr. HAwKixs. Obvieusly, I .would be tin; lase to ivst that this'is the completion of'the task. Ithink it is the beginning.
. Mr. FRASER. Right.

Mr. HAWKINS. Thank you.
Mr. DANIELs..I recognize the gentleman from Washington, Mr.Meeds.
Mr MErns. Thank you, Mr. Chairman.

. Again, I do not have, any questions but I want. to coMmend 'thegentleman from Minnesota for an excellent statement, giving ussonic excellent, factual material and also a gOod concept..
I would like to particularly commend him on his reedgnition thatthis bill is not self-executitig, that indeetl it will take further action .by the Congress.
I would like, to commend to hint the Young Adult ConservationBill which I think he is _a cosponsor of, which will begin to carryout the mandates of the uneniployment problems. and- which wouldbe .a replica or at least faSltioned after the old CCC concept-of thethirties'., We also have that hill and we, hope to mark that up thesame week that we mark this bill up. -
Mr. FRASER. Thank you. Mr. Chairman.
Mr. DANtus. On behalf of the. committee. I; want tct thank youfor Your appearance and your constructive testimony..
[The prepared statement of Mr. Fraser continues at this point :]

PREN.RED ,..ITATENtENT OF.IION. DONALD M. FRASER,,A REPRESENTATIVE IN CONGRESS .FROM THE ,STATE OF .AIINNESOTA. ON BEHALF OF AMERICANS ,FOR DEMOCHATIc.ACTION

(linkman. Members of the. Subcommittee. I appreCiate this opportunityto appear, befOre you on behalf of Americans for Democratic Action.. .-ADA strongly supports the Full Employment and Balanced oli.owth Act of1976. For the lirsrtime in M years, this legislation offers the American peoplea chance to Pursue economic policies that will bring us closer to full employ-wilt. full production and 'a more equitable-distribution of 'income, goods and ,services.
'Before outlining our views on the Full Employment Act, ,I would like to, summarize our recommendvtions:
First. the 3 perfent adult unemployment farget s1mould.& replaced by the,guarantee of a job for every individual whoewants to work.

4Second, the four-year time frame for reaching full employmedr shfluld tie.reduced to two years.
Third, addltiOnal legislative mechanisms requiring,the Presi and %Lite.'Federal Reserve Board to hqlp implement the goalslof the Ac shouldArl)included in the final Nth
Fourth_national and rti"gional advisory'boards should be 'establisW to hinsure citizen participation in the develtipment of thq,full employment n.k Fifth, standby price and wtfge controls should bd-established to h controlinflation.
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. The Full ginployment and Balanced Growth Aet of 1976 is possibly the most
crucial piece of; legislation 'before the Congruss. ADA suPperts a total national '.
conmritment to a. national full employment.policya plan- that, through joining .
.the reSonrees and efforts of both the private and public sectors, ensures a job
at -prevailing--rates .for every American Able ..and willing . to work.. Central to
this bill is the ideal Of full employment. Although ninny of theldll's ceneepts
are often assumed to be nationally acceptable goals, here, for the first time, we
have a vehicle that could establish the goals and programs Of full employment
within a .strong legislative framework :.specific economic goals and timetables
preparedby both the President and the Congress; closer coordination between
the Executive ahd CongresS in setting spending and tax levels consistent with
full employment goals; full empioyment being the primary goal of fiscal and
monetary policy ; planned econmic development rather than crisis oriented poli-
cieS; development of the maximum number of private sector jobs coupleti with -
a commitment to provide = public service eniployment tha t supplementS' . those
dweloped, by private industry,; key coasideration and resource alOcation.being .
directed at those segments of .society in greatest need; and development Oriolf
possibilities that provide opportunities and production levels that promote'
greater equity:

-This bill eould provide the mechanism needed to move us away frdm .eco- ..

noinic policies that are no longer, applicable to present fiscal troblems :And .

could set the groundwork for establishingi,employment. goals mid programs that
will be trimly responsive to employment needs in this country.

The finoficial .and social costs of adhering .to theories that maintain high
,levels of both unemployment and inflation clot no tolerated. What
economic poll& has witnessed during recent Mfrs is an a empt at a tradeoff:
high inflation for low unemployment or a lower inflation rat6 coupled witIr
high unemployment and low prodnction.. The fallacies of these assumptions.are
now coining home to:H;roost as we continue to suffer from extended periods of
high inflation and higfi unemph 'meld. We are only now beginning to pay the
high- price, in terms of him n hartiships and econonde waste, that is the .
legacy of the policy we hay pursued over the.past years of price stability
achieved through continued high unemployment. In 1975, our inability to estab-
lish full employment in a full economy cost the conntrv a ti° lion (in ---e.

1975 dollars) loss in total national prodaction had we been a 4 percent unem-
ployment. If we continue to purnse present economic policies, he impact of the
quest for price stability at almost any cost is, critical. W h the same low
annual growth tate over the next five years, as that expe enced since 1953,
the economy will forfeit about $1.15 trillion by 1980 in total national' produc-.
hen: $602.5 billion in wages and salaries; $9,525 for 'an average family
income; a loss .of $239 billion in the area of private bnsiness inveStmelit ; and
a $410 billion loss in public outlays for goods and services. Without firmly and

-quickly Moving toward a full employTent/full production economy, the
.'man/woman,..years of employment opportnnity 'lost by1980 will be about 15,
Million. Not only are the lmman and social costs suffered by this country- in..

'H.the name of price stability t4i great, they are also unnecessary.
...iWe have the figures to document the gross failures and weaknesses of poli-
.Cies moving us further away from full. employment in a fnil economy. But
there are less tangible but equally damaging outgrowths of the high
unemployment/high ',inflation syndrome. First, with a large number of People
forced outside the labor force; depending either on unemployment coMpensation
or some other form of government income benefits, we retech a level of even
greater disparity in income diStributionone that begins to see even more
households living at levels we as a country have declared subatandard. In
addition, the less in federal reyenueS that results from high ufiemployment
cohpled with continued.focus on high defenSe spending and producgve mehns
there is less and less money being channeled into providing basic s'OcIal serv-
ices to the nation. Production below full production levels and -a sharp:drop in
potential outlai.s has proven to be instrumental in maintaining a schedule of
national priorities which ignores the .groups that reall need tobe given atten- .

tion and.existing and new programs tfiat need substantia financing., , '.., A
. .

. .

FULL EM PLOY M ENT . .

The concept or full employment embodies much more than availability of
jobs. The bill defines full employment as achieving a state where there are ,

... -
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useful and rewiRding employment' opportunities for all adult Ameriellns willing
and able to work. Reaching full employment means mot only matching the tal-
ents and abilities of in ividuals with specific areas_ Of wprk but also develop-

. ing employment 'Possibili ies.'eonsistent with matismalineeds:and priorities. Fademployment means full roduction 'of goods and services and full ptiechasing
. pciwer. The conew o a full economy must be fillmlyjoOted in a 'pattern of

distribution of Foods and services e nsistent witff.demestic' and international.needs.
Mr. Chairman. the Administration would have tis.belleve.that reaching their

predicted level of 6.2 percent linen doyment 'by tha end of the decade is an
admirable achievement. They woul have us believe that the commitment tcf

'full employment is there. and .the resent emploYment policies and pregrals
ar'e providing the`services and incentives that Will reduce unemployieent to an
"acceptable level.-4 One of the =jer reasOns the Administration cites in itsopposition to is that the policies _embodied in this bill would' be dup}i-
ealive of existing Programs administered at the local level and.such tin effortcould only result in "wasteful overlap, cbnflict 4etween programs andapproaches to a common problem and,massive -confusion on the part of the.
unemployed:" Can. we seriously accept the President's commitment 'to full
eml4oyment in ligltt of the following statisticS: an overall unemployment rate.of 7.6 percent in February -1976: a 14 percent,uneniployment rate in the stateof. Rhode Island : a 49.7 percent unemployment rate fikr. urban bhwk youth ;and a FY 77 Presidential .economic plan thaf wi,ll only reduce unemployMeut :
to about 7 percent 4)3. the end of this fiscal year? We have learned the hard
way that .we canmelook to the Administration for effective leadership in. the .

. economic sphere. Cungress must take the 'critical steps necessary to put the
nation on'the. road to-tIconomic recovery and full eniployment.

For the first time'in 30 years the Full Employment and Balanced GrowthAct offers us real hope---hope that we can quickly establish sound and respon-
sible economic policies and programs that are essential to achieving full
employment and fulrproduction. Supporters of the 19-16 Employment Act knew
the bill 'fell far short of having a long-term effect on manpower utilization in
this country. The Acti:now before the Subcornmittee moves us light-years ahead
toward fully realizing the emplqment goals first addressed in the 1946 Act.The 1976 Employment Act offers us an opportunity to build into the system
the very courses of action necessary to ensure a job for every able and 'willing
indiVidual at fair wages. ADA is, howeVer, firmly committed to the conceptcf full employment to completely embrace legislation that does not really fully
come to grips with the economic problems we are now facing and does not leg-islate avenues of pursuit to achieve fullemployment goals. Little is achieVed if
we enact legislation.that...even with its ideological strengths, will,take another30 years: of debate and 'amending to beeome a fully effective mechanism: The ..

basic structureS are cleyly laid out in 'H.R. 50; .'we feel that 'with a few
amendments the ;1976 ACt can become the powerful. tool -NNV so badly need torealize these goaa - :

TUE RIGHT BUT NOT TUE GUARANTEE

We have the potential for reaching a full employment/full production .state:
offering an unemploYment -pqrcentage that is any greateç than this is -unaccept-
able. The goal of ifeaching 3 percent unemployrricatlq the aditlt population .
within four years does not oove Ils fully pr -ard-aghieving a. full
eniployment/full productiOnsituation. Rattl, of 'uneitinloyment are Virtually :-
meaningless. The full employment goal established by t ie Act should Mean
achieving that level which allows every individual wishing employment to havea job. Due to occupational, industrial and geographie m bility, some level o
frictional unemployment will always exi-st. Achieving th minimum level O
frictional urk,nniloyment i colOidered i long-terat goal df the Full Employ-
ment Acta goal that, under tile prese4f bill..lacks specific methods of imply-
mentatiOn. Reaching a. 3 percent adult dnemployment rate includes more than
just the frictionally unemployed. It is relatively easylli legislate the right fo a
job, but that- right means nothing without measures that guarantee that every
individual who wants a job .wilhbe able to find employnient. By setting a 3
percent adult goal, we can, be' suia that more than the frictionally amemployed
will be without jolia VIM employMent should be defined as the ripportnnity for
employment at wages commensurate with' the, job for all individuals able and
wining to woek. Witheut- specific mechatisms to bring the real rate 'below -3

,0` .
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percent. we fear that. the 3 percent goal will become the accepted level' of
unemployment: If this .happens, some type of, needs test:will be developed and'
specide segments of the population will be excladed from the workforce. It is.
.only too.likely that those gropps kept out of .lhe jell market_will include large
numbers of women and individuals witbadequnte financial resources. .

Without setting a specific goal for non-adults, what happens to the young
person looking for a job? By only including adults in that percentage, we can
be sure'. that the unemployment rate for the entire population will be .signitl-
coldly higher. The level of unpnployurnt for young adults-and teenagers has

- while the overall un iloythent rate for adults was- 5.-1' peret.lit. the young
.always been higher [infs.& for the adult 'population.- In January 1976,

adult .(20-21) unemployment rate was 12.0 percent and for .teeniigers (16-19)
if was 19.9 percent.NeArly one-half of:the number of unemployed individuals
are under 25. There Are several ecOnomic problems unique to the young 'mem-
pleyedthe lack of prior job experience to develop marketable. ; iheligi-

;bility for unemphlyment CompenSation; and existing financial responsibilities
'as heads of hoaseholds without haying accumulated- savings. But the psycho-
logical and social implications:, of a large unemployed segment of the populk
tionnie also great7--,tke frustrations and bitterness oldisappOintment and idle-
ness tire rarely channelled into constructive directions. The Fall Employmee
Act reeitgaizes ti vial circumstances and problems of the unemployed
youth and sets very sound framework,for a comprehensive employment pro-
granicombini exist ing manpower* programs with the cren ii in. of. new
youtboriente 3ffb opporTuldties. Because the bill does not Set,.;Teeitle target
goals, both tact* pad leng-term, and does not,, Provide socceitie measures
t;psuring,, in ilemni'n tiit i oi f yoilth employment policies and full utilization of
youth:re:got revs in oat1 eenumny,, we Will.continue to offer emptypromises to a
critical per ion of our.p4pnlation.

Finally-, we are noW .1.;oirsidering a time frame of four yeark to bring unem-
ploynNnt down to a :i percent level. With full iind immedinte implennquation
of the'supphnnentarycOunter-cyclical and structural employment policies, the 3
percent interim goal can be realized within a two-year period. WPA provided
3 5 million jobs When the labor force was only..69 percent as large as today's.

') and did it'quickly. Through prompt effectuation of Title II provisions. reduc-
ing the 'time frame by two years will not be any less Practical or involve
.greater outlays than achieving 3 percent adult unemployment over a four-year:
periotl.

PUBLIC VS. PRIVATE:

Before recommending several otner-I4ianges, I would like to speak to one
area of the bill that receives a lot of critical assessment. Many epponents of
the 1970 Act give a greatrdeal of emphasis to the federal government's provi-
sion n,f public service job1.' The major fochs.and intent of the bill' is to offer
the types of ectommic stimulus necessarY te maintain a high level of economic
activityso that. lobs will be availab1e-44411e private sector. Monetary and
fiscal policies are to be coordinated to radintain purchasing power so.private
consumption ran stimulate business investment. Through more adequate gee-
monde planning and more effective use of rainIng.and employment programs,
the private sectoi will have greater potential for dealing with structural frnd
cyclicartmemployment.

Beyond "linWever, 'responsibility for reaching the full em,ployment goal
falls on the grernment, either through grants to state and,local units to
create lob programs or through public service jobs. The cencept of public serv.:
ice empley,ment serves a 'much needed dual purpose--the actual creation of
jobs 1qt-those Individuals who halie exhausted all other possibilities without
securing emPloyment aild the creation of a job reservoir that importantly fills
national' needs not being met thrOugh the priyate sector. The vision of
hundreds of individuals roaming the stregts and parks of our citiei 'raking
leaves is empty when one realizes the real,gaps in the provision of goods and:
services public sewice jobs could .fillin education, health, °Mid care, conser-
vation, the-arts ana,the general quality of life.

41 ECONOMIC PLANNING

Onejof the major components of this bill is the framework it.seta amyl) for
comprehensive economic planning. wn can no longer .srinction the development
61 piece-meal, crisis oriented approaches to econoric planning and manpower
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utilization. Both the -Congress and tlw President must activell' assume respon-
sihility. for developing those areas of private and public . industry which -will
benefit from expansfon'san.d.offer lwactleal and useful employment poSsibilities.
High consWeration must be given to those a'reas of the_ country and those seg- ,

Of the population experienMng the greatest need.
In enacting Hit -CO we m snust.' be te thnt there will be"compliance, in .4

spheres, with the provisions. TO strongest vehicle available.to this country to
ensure a turn-aiound in current economic and. employment.situations' drid
reordering of 'Our national pri9rities is "-the federal budget. --It Is ohly by.
!nuking appropriation levels trult respemsive and_by creating legislation setting

'hut new programs toineeCpiese.kly.. unmet or inadequakly- met demands that
we will be able to' achieve Me:ley:el/of 'employment 'and production necessary to
sustain a full .economv. The. bill-,establishes detailed procedures to be folloWed
by both the President and the ..CongrcsS in order that full employment gonls
are.'.used as objectives in appropriation decision's. As the bill now stands, how-
ever, tlwse i din i ra ble and necessary provisions will do little more t ha n offer
possible gilidelins in developing budgetary policy.

The key participants in establishing economic polickin this eountry. are the
Congress', the President. and the Federal Beserve Board. EMi of these ele-
mynas is brought. into the full employment, process as established -in the bill-
We .would like to think that the invoh-ement of, all these units wimld produce

. a eOordimited, balaneed ,policy. At no-point in the process; hoq-ever, are there
. I tg isla t I v meehanisms ensuring that full employinent, production and purchas-

ing goals are aellwred to as the annuil budget is pin together.'
The role of '4Ile -JEC should he instrnmenthl til-geting area.s of need.

..Under thelo hill, the ;MC is required to submit to both INget Committees
munerical.goals for employntent, production and purchasing. powei,necessary 'to
aehieve target levels of emphymjnt and recomniendations of fisci and mone-
tary policy' in keeping with these toals. Obviously, such reemnmendations could
provide the aretui forrthe developMent (If a more esponsible laidget. But with
out also granting the,JEC 'the liuthority, to recommend priorities in terms of.' .

employment utilizntion and appropriation levels, there is. no :assurance that
achievement' of these goals will be pursued along. lines consistent witlisnational
priorities. ,

In developing the first coneurrent resolution. the Bndget Committees are not
bound to hold to either the JEC's oals or the President's economic plan. Upon
rcipipt Of JEC report, the Budget .Conunittees 'will develop au economic
plan p?esumahly 'using the recommended JEC goals necessary to- achieVe full
employment and production.. This plan, whMi Would be included in -the first
concurrent resolution, wonlethen he nsed' fo guide the committees as they
begin the apprOpriations process,: While the A.& streSses the need for Congress
to 'use thpse goiui iii debating ;uid establishifig long-term prioritieS,4c6mpliance
with the .7EC reeonmwudations is not niandatory. If the concurrent resolution
eOntains modifications.....of these recommendations, all the Budget. Committees
are required' to do is explain the reasons for the changes; as the bill-iscur-
rently writIen, there-is no ,nwelianisin reqUiring the Budget Committees to use
the' recomffieirded goals Mid the JEC has 110 iivenueS of recourse to..ensure
these gwils are met.

INItIATIVE STILL WITH THE PRESTICNT
N. .

Adoption of the Congressional .econmnicTlan embodied In the conenrrent TfS
olution does not bind. either :the president or, the. Federal -Reserve Board -.t40
pursue eoursos of action, eonsistent with thq,gmls ifieluded 'in the Congre, -

g .sional plan. Having reViewea the CongressWali: phi% tlw President is free to
take "whatevertretion deenied.tippropriate.'Whe initiati4 for 'setting budget:-
ary whey, therefore, still Fest!: with the AdMinistration. The abserfce of Exec-.'
utive :compliancet,with the Congressional phin leaves the door wide open for a,
continuntion of. the kindS of 'budgetary hrittles we have witnessed over, the past,
yoars. between the President and the C gress ,and for eh-nth-Med -tiSe.---of the
Presidential' veto in the naMe of econo Waste. The:sectionS of the bill, set-
ting out responsibilities, foOthe 'Federal eser,ve Beard represent an enormous
step forward toward more4esponsive monetary policy. For the fir4 time, the
Board would be required:Vi'submit; to--the President. and Congtess,, the mone-
tary, strategies it. plans tO pursue 'and Justify those 'areas That are hot in line
with the economic got-thnnd timetableS proposed hY t!ie Congrest and. the...
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President. Tlie President can exert a cettain amotintiof pressure nn the Board
to bring lac- pelleies into greater, harmopy with employment and production
goals, bat in no way magt. the .Board coordinate its Policies with
Presidential/Congressional policies. Requiring detailed explanahens as le why_
the Board feels compliance is unfeasible 'does move us much closer to coordi-
nated and planned economic development. The.assumptien that the most sound
policies and goals will he achieved if there is greater coordination and cooper-
ation among these three units is not only valid but necessary. We do feel,
hoWever, that with the addition of stronger language mandating this coopera-
tion by .both tq' 'President and the Federal Reserve, the goals'and prieries of
the bill will be fully reatiZed.

.A
CITIZEN PARTICIPATION

One of the basic eleMents essential to the auceess. ef .11:R..50 is the invOlve-
.ment of a large number cit. individuals and organizations iklhe 'kvalopiheat of
goals and timetables. Tlie .dewlopment of a number Of alternative strategies
and goals through a national public debate is key to ensuring- that final poli-
cies And programs will really focus on the umSt crucial areas of demand.EVen
with all the new safeguardsbuili .into HA. 50, the ebsencé of strong'.citizen
participation througgont lhe entire process of ,setting goals lind priorities
leaves us with thepossibifify'that economiepoliciet of.the future will continue
to .be unresponsive to our economic :end social failures of the past.. The very
existence of a national public debate hfid the range of alternatives that Would
.be generated from stich a forma is essential to establishing the gras's roots
influence necessary in the development of :effective and respongible prograins
and policies. Presently, the bill allow's fnr thea option Of puttlie-lirarffiga initi-
ated by _stoic-officials after governors haVe rec!eived the President's final eco-
nomic plan. We know only too well the lack of impact any proposal's coining
Out of such a gathering Will have. The final bill shotild include language that
ensures.c4ation of regional fillards with access and,inputinto the entire devel-
opmental process: .

WAGE AND PRICE CONTROL

Finally, on the issue of wage and price control; we would like to ensure that
such Controls would be instituted-in times of unacceptably high inflation. Snell

,controls milst partieularly apply-tO administered initustries where the degree
of control over specific markets consistehtly results in prices and profits corn-
pletely mit of line with other production units, Historically wage increases_or
decreases .have follewed the upsand downs of prices. Full consideration must
bp given te the view of. labor as _wage eoutrols of the past, particularly those
instituted by the Nixon/Ford administrations, have proven to result in greater
income inequities. We do beieve that;.14..faiK.wage controls are combined with
strong controls on prices.and profits, itibnr Unions will be able to. supPort Such
anti-inflationary ineastires. The basic Poets 'must be prices and profits which
can be efeeetively held steady or ::reduced When contrida pre temporarily and
selectively 'tipplied. While *age controls may be -applicable under certain condi-,
dons, we-must make sure that an.individual's spending power 'Is net dimin-
ished bYa rise in prices: -

CONGLUSIGN

ADA strongly supPOrts the coneepts and spirit embodied in the Full Empley-
.

merit Act. 'Fer the -first time in 30 years this offers the Anierienn people a
chance to begin pursuing economic policies that will..bring W-to full employ-
ment, full tpdactioit, a high level of prosPerity and greater equity in distribu-
ton of in me, goods and serviceS. Apt the .bilr must also present all Miits
involved With .complete and decisive Otheds of .obtaining these goals. We .

mend Senator Humphrey -and Congressthan Hawkins 'for deVeloping realistic
guidelines to move . us rapidly toward- the goal-of . establiShing the right tO
work. The ideal of full employment must be achieved quic ly before the finaa--
cial, Sod al and PaYebbli:igirlir;ram Men t i ons of high loyment become' tgo
.deeply rooted. But uhieSS the -suggested changes are ineorpgrated into the 1411...
it-too' will fall Wort of achieving_the guarantee of a job at fair wages lor
willing and:able Americans.' We can ho longer pass legislation today who'll'
.effects will.not be realized for years to come.:.In passing tle 1976 Full Employ-,
ment Act, let us be sure the guarantee of the right to work-is realized: within
thelime frame eStaitliabed in, the.bill.
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Mr. DAN/ELS. Our next speaker is Hon. Bella Abzug, C-ongresa-
'''woman from the State of New York.

STATEMENT OF HON. BELLA AszvG, A REERESENTATIVE IN
CONGRESS FROM THE' STATE OF NEW YORIC

Ms.. AtrzuG. Good morning. I mn glad to havd the chance to.,he ..
iere1it -litst. although I enjoyed liStening to both. Dr.'Greenspan and:

.c011eat..tues on alid.off the committee.1 ask unanimous consent to
. insert my full testimony insto the record 'at this point'.

Mr. P..k*IELS Is there any oblection?
IN() response. I

r. DANI-ms."Hearing none, it is so ordered.
Ms. ,Aftwo. I particularly Want to complince4 Mr. 'HowkinS Who'

lias.labctred so long. I hope we can realize now the final passage of .
the bill,. particularly since the meed .has been so amply demonstrated.

haye.. aJemarkable amount of-ndmicAtion for Nie..numbel. Of
places lie...).fas been..and the number of erOrts he has made'. to make,
this ..2.,00.pillar, think the only' way we are, going 06 get this,
legislation TasSed, eYen in its present form, wlkichpillave some dis-
apal.nients with, is if.it is popularly Understood. atbGt if friemhers of ,-

Con^sthear about. it from their Constituents,,which I assumethey

agiekWith soMe of the testimony .given. previously. I jUst -want
ta go ti.trOUgh-,"O -fewehings to- give my oxn Hoth of the

. witnesses hefor me (talked abont a more" generalNed' view of::thei
right ,.*) full na nt I agree with that...

The. reason I agree with that. is that -think the" fdeits
'emplovi.nent 19r the Nation is ii forus. rea:ly, that haz3,to lie emphd- .

sizedTor those who have -been at a pi ! ioular ilisadvantaq it tle
hibor. market.

Ptere are-factors in this'bill which, may not, make tliat possible
odilly.,enough. Those peolkle are women..nimorities. yontl-, and older
persons whoImye suffered the effects of the recession most acntely. .

Yom . live probably.hod lots of people, reel' 'off -Sta?istics. so 'am:
not goir4.4,, to ,Waste yo-nr time with it. As a result pf a scafeitv
linemployment. the. (rains that. disaayantaged Arciiips haye .made in.
the past decnde are being quickl eIhninated..

Women and minorities.have only recently gained'access .to the non-
traditional occupations. They have the least., senibrjty and thus they

.are. the .first to be laid off in liard times. For example, New York City
recently lost, half of its SPanish-speaking workers, 4 percent of its
black, males and one-third of its female workel.. They *ere just.
wiped.out of the employment nirkat..

So. this, bill, if it is going to do anything has got to reachlhat'
market.. :Now, I. think that the bill os it no* is in process has made
some very important iniprovements.'..

It has been strengthened by the addition of fiscjml and. monetarf.-
mechanisms tP insure. 'tlie balance of economie growth,and to avert '
nricolitrolled inflation: it incorporates; sonie of 'the budgetary and e

'credit ..allecation niedmnisms suggested by the curreUt debate' oyernational training , and the proVismns for cOunter*licaf programs
e and grants in State and local.governinentsAs very,impprtant. `,.

.4 8 0
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Having dealt specifically with that issue in my work on the Public
WOrks Committee, I am glad it is in this bill.

Since the Hawkins bill is intended as,a commitment to the ex.pan-
bioo of utAntuntit, frct\lom for all Ame'riceis, my glwitest conc.em
about the bill at this point,is whether it does provide that.

Now, I, am making several points which were Made previously,
phis some additional points. I am very aware of the fact that we
want to get this legislation out and get it passed, but I do not want
to be in the position where, we have not really toffether made every
effort we can to make sure that the people.we read; have to strike at
are going to be benefited under this bill. It-Would be cruel, if after
we' passed it it did not really benefit these gronps.

I feel that the definition of the 3 percent unemployment goal is a
weakening of the bill. Full employment was defined in the previous
draft as the number of full-time and part-time jobs to be provided
for all adult Americans abl-e..and willing to work.

This definition has been circumscribed. First the 'addition of the
phrase "seeking to work?' and the elimination of the reference to
those not in -the official l'abor force perpetuates, in my opinioit an.
artificial. distinction between the active work force and the undiffer-
entiated work force.

This group, for example, includes a mininnun of 4 rt)illion adults
who have dropped out or have been .pushed out of the labor force. It
also ineludeS the groups I mentioned before.

Second: The definition assumes that it itnpractical to reduce
unemployment below an official 3-percent rate, and that 'the final
goal is 4 years. .

There are a number of difficulties with the use of 3 .percent.as an
index of full employment. We know that when ,that ts the overall
figure, it is much higher among these disadvantaged groups.

Now, this problem has been raised, and you have heard experts on
this subject; and T do not pretend to be an expert, except that it is a
subject I have been dealing with, and is an interest that I have had
for 'tunny years.

I read some of the testitnony of Stanley Moses 'and. Bertram
Gross, I thinkI do not knowmaybe it is the Equal Opportunities
Subcommitteeand there is a lot of information on that issue.

I do a small rundown of some of the actual statistics here which
show that when you have unemployment at 3,3 percent, which is the
rate for white males, the female white unemployment is higher---4,2
percent. ,

The statistics for black workers, male and female, were 4ignifi.-
.cantly higher with black males experiencing 4.9 and black females
6.1 percent. The offici0 rates, do not take into consideration the mas-
sive teenage rate of unemployment.

So. what good is a national unemployment goal Of 3 percent.?..li:
provides, this bill does, that the President develop .youth emplow'
ment programs, but it provides no ultimate goal to reduce yonIV
unemployment.

A tolerable average level of unemployment fit 3 percent -.would
mean that 6 percent is tolerable for minorities anl over 12,percent
is tolerable for teenagers. These groups will never reacli even a

A
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3-percent unerriployment if, thitis to be the ultimate average goal,
as I set it. . t 10 .. .

,
. . .

* vez. .

.: I have been dealing recently.wWthe unique problems,of 'over the
age of 4b. They are .very unique and their problems are TliPnored.
Despite acts.?which *eliave 4mthe:boOks, these'workerface consid-

..erable barriers to obtainhig hew ernpl'Oyment. . ,
In 1975 unehiployinerit av'efaged 1.6 million for thVmiddle :agetl.

and theolder.workers. This iS probably one df the highest %levels m
history. It 4 estimated that a millinh formerly employed men and '
women bet en the ages of 4t) ana 62. have given Up the :actiye ...

search for work. . , ; .

I have somelegistation, and others I am sure have, ihat I hope
will deal with that.problein specifically, but Lthink that this element*
iS mic t-,ssinor in the bilk . . . .

.. rn .the prior discussion it Was stated that we have met the chal-
lenge in wartime but 'we cannot do it .in peacetime, of reducing

.___unemPlhyrnent beyond 3 percent. I, think if you haVe a national. pro-
gratu where there is a national plan and a national will, that it can
be done:. ies, . .

0 That is what we haci during the war. We'had a national program
and we had a national will. The country was united. That is one of
the Ways in which you cantaccomplish these things.

As. a matter of facti.I find it feu threatening to hear people say;
that if this is passedlhat "people will come out of . the woodwork
looking for jObs." This is philosophically something .inhgrent in
some of the changes, I.tliink, that maybe others feel are necg;sar to
pass the .bill, but I think we should not yield to this kind of tin. g
because to the extent this is true, that people wre going to come out
of the woodwork looking for jObS, it- is a combination of hOw we
havelived and what our past policies of neglect have been. ,.

We have an opportunity to revitalize our society, 'and so I think,
we have to do that. I think that the right to fulLemployment should
be eXtended to all Americans able and Willing to work, and that 3

1.4 percent, if we have to linve it, be defifted as an interim goal. '
That does not preclude. other efforts. rather.,than to mak.e it' the

final goal. The effect of 4irnitincr the tight to' a job las been Men.;
tioned by two of the witnesses before me. Such priority criteria a:re
contained in section 206(e). Of l

All of those factors which are included will work against the
grenips that I have talked ajpout who .are really desperately in need
-of thiS.kind of legislation. For women in particular, section 206(e)
could bejlevastating.

Women seek work for the same reasons that men do,'out of eco-
nomic need. They lmve entered the work force ih increasing numbers
and are just 'beginning to gain access,to new fields and higher posi-
tions than in the past. . .

Seniority positions, -..as I mentioned before; that exist Mainly
because jobs are not guaranteed, diave worked consistently agdinst
them. As I indicated earlier, in New York, one-third Of., the womeh .
municipal workers have already lost their jobs. '..

More and more married women have entered the labor fOrce. In
1974. f') percent of all workingworpen were married and living with
their husbands% Women could be denied the right to work here.
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Older workers and, young )'people and, minorities could also be
harmed by section .206 (e) :because they rarely have dependents to -
support an4 they would therefore 'receive less of a priority for
employment. -------

In 1974, .10 percent of , all wm:king 'families had .some member
other than the wife as an additional ,worker, probably a child or an
older relat* who,contrihuted income to the:family: This provision

ould deprive such perstms of equar access 'to employment oppor-
tunities, ami=geron. .

I think' that the means test, which is. essentitilly What -WC have
here, is somethino you have to consider Very:seriously in the
markup. I think Sis section has to'be-deleted'and has to be replaced
with a locally administered appeals procesS for:those who fiave been .
denied the opportunity of obtaining a job. . . ,

I would be glad to, try to produce smile langliage on some of the,;..
,.proposals that have h?.re. The bill, I think,.doeS not proiTide enough

Opportunity for participation by localities in determining which jobs
'-cOuld be estaidisheftin their ariea.nndeethe Measure.

I urge the subcominittee tO,require reports from GOveriws and to
nmndate -the establishment of perthaneat local advisory hOards
which Will -hold redidar public 'hearings, inSiming local group partiC;
ipatiOn.

We deka. with this problem, in many ways, how you decide what
the needs ,are in a locality. Soine. of the legislation I have been
involved in in public Works is in econonqc clevelopnient. We try to
have more involvement of the locality projecting thd actual percent-
age dates, and o on,. and then have the State of Federal Govern-
ment merely certifysits accuracy..

If you eliminate the participation of local . advisory boards,
think you .are not going to be doing as well in terms of really, get:
ting a proper estimate of the problem. That is one of the other
things I would like to suggest:

I think that .participation in addition to industrY, agripilture, and
labor, has to be augmented by participation of 8tate and itIpal gov-
ernments, con8umer interests where they are, not mentioned,,.and
wOmen, minorities, and the other interest groups that J Mentioned,/
including the handicapped, older workers, public interest and corn-.
munity groups, in all of these sections.

I think ,we should establish a .full employment reSearch bureau .

and an annual public evaluation of solutions to problems in impie$
Menting,full employment.

I think we hiic to find a way in this legislation to mandate coor-
dination of all<ageli`cies. This may not be .too hard because .it iS just
langnage, but it shoulil idtimately end up in regulations.

All executive agencies and independent commiSsions'in addition to
the Federal Reserve Board should adjust their goals so they con-
form With the national priority of full emplqyment.

There are specific changes regarding the natUre 'of job priorities
that we should be considering, There is a lot of discussion that could
take place, but there really is not too much time now.

Bid 1 think we should include mass transit, artistic, cultural; and
recreational activities as areas for priority job programs. ince we
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haVe had so niany 'problems with the question -of' where our di-
mental problems of iplocation take pleat) and so on, we s
really try in tlit leAisladtion to deal withlone lit the key areas, whkli
is the &niversion of dome of our military,facifities; 5 4

I think that some of these proposals can be incotora* (into the
markup ithout creatin; ptoblem a paage wa 'exessed
undeptandably, by Mr. wkihs. I think that.we, under two condi-

WAS pit ,

Cons, are confrontmg a coniplicated issue.
* One is the present policy .the'administratiOn, that ttiere is not

going to be ait.iything done on full employnient!Mopelftillyqinder the
thanged adnimistration we qure gOinArt 6n.te new lite on this
subject. .

I think the legislation has to reflect that. Otherwise it is not going
to move us 'very farbecause it hat problems of impleAlentation. I
think it is going to _create, now tha it iS moving to markut and
actually going to the floor, a debate and discussion and a deepening
of the understanding of wine of the problems which`tMs bill has so
effectively tried to project. I 0'7

I think it is time welnove itout into the popular arena as we ate
doing. As an original sponsor of 'the bill, 1 know how hard Mr.
Hawldns has worked on that.

I have from time to tinte put, my shoulder to the wheel and tried 7

to help get that over to a lot. of people. We have, to do 'a Much'
bigger job on it. I think we can make this bill Work.

Mr. DANIELS. Bella; on behalf of the cOrnmittee 'and pftsonally, r
want to thank you for your very fine and constructive comthents
itoday. I would suggest to you that with regard to the amendments
that youhave proposed, that you submit them to the committee:

We intend to have markup immediately following this recess-So,
if it is possible for your stliff and yourself to get them over to 4is, I
assure you we wilt give them due densideration. I have rip questions
tp ask.

Mr. Hawkins, do you desire to a(sk any questions?
Mr. HAWKINS. Just a brief comment. I certainly appreciate :your

contributions. I know you have contributed a great deal to the for.'
mulation of this .proposal, for which I am personally very thankful.

I, would just sunply like tp assure you, .Ms. Abzug, that 3 percent,
Is not a goal in the bill. It is simply a transitional target. "It is Q.

stated 'as such. The 4 years ismot an absolute time element.
It simply states that an Unemployment rate not in access of 3 per-

cent is to be reached as 'promptly as possible. Now, this may not be
as precise as some may like, but I think it is not the goal of the bill:

The goal of the bill is stated elsewhere in _the bill. Certainly 1,
aoTee with ymr on what that goal should be, and I think we are in
tollal agreement on that. I think it is a matter of semantics and mis-
understanding rather than any difference between your view and
that, of the authors of the bill.

Again, I wish to thank you for your contribution. I think aS we
begin to move the bill, we certainly will talk with you about some of
the, suggestiOns that you have, male, many of which I think arevery,"
'*:1=4e=1"M,41e413.--Etrttati.- -P a
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Ms. Anzun. Thank yoU verY much.,
Mr..PANIEL9. Thank you for your appearinre.
fThe_preparca statement, of Ms. Abzu& follows :1

PRI2"ARED STATEMENT OF ViON. AELL.A. ABZIJG, A REPRESENTATIVE IN
. CONGRESS FROM THOTATE OF NEW YORK

,

Mr. Chairman, members pf ,.the subeomibittee, I welcome this opportunity to
testify before you On H.R. GO, the Full Employment and Balanced Growth Act

_of 19713: I won d like to commend the authors of this bill, Rep. Hawkins, Rep.,
Retiss, and- Sen tor 'Humphrey, for their commitment and fortitude. They have

Keloped this bill; once considered. Unpractical, into a piece of legislation that
s now. recognized hs \the hest methbd for dealing . with ourkunemploynient -.

crisis. FulLernpleyruent is no longer a far-off vision. It is on the. agenda of
thiS Congress. It is a central issue in the presidential campaign, and, in every

,public.opinion poll,. it is the stated objective of most Americans.
'Iti 1944, President Soose.velt presented an economic bill of rights .!to Con-

gress.-.-LegIslation to provide the sixty miIlion jobs needed for n civilian, econ-
omy at that...time was ney er enacted. The *bill that wag passed.The.,Employ-

. merit Act>. of 1946..established policies to promote more employmtnt. 'Th,is
measbre established the structure for formulation of federal eConomic-- policy
and A; new .direction for our Nation. It contained the . foundation for most of
the Huwkirls-1111Mphrer bill. In recent years, we have. suffered -.under au.
administratiolf that .has deliberately promoted. mass.unemployment as a matter,
bf yiolicy. We baVe had- to-wait a long time for the nexttstep to fulfill our .

.
&earn Ok w'guaranteed right to a job for w h no 'aPProaches 104tr million
workerg: -

Unemployinent is the central canse of qur dome c discontent, our fears'and,-
sugpicions, our debilitating urban crisis( It casts its shadow of hopelessness ;

over the young and eild, minorities and women,"skilled and unskilled.. A' prO-
gram to provide millions of jobs for our people is the long-awaited solution,
and it Is' finally withtn our-grasp.

To the compassionate, berspective :0 this bill, we should contrast the views , r
of the present tidminfstration. Last week, Assistant Secretary of Labor- Wil-

.,Iihin H. Kplberg warned.' you that this bill "would create; expectations that
4eannót be met.' He cautioned that "the guarantee of lucrative emPloythent
4Ofould be:attractive to many ,inividuals who would net 'otherwise be in the

bor force:"440,-Pft itinde clear That this adminisdation prefers to dehl with
et effects pfwurtkmployment through the veto of the public works programs

asged by Me ,Cohgress and:tfirough, ihe- food Stamps, unemployment and wel-.:
. fare progreins thitti'ithe President regularly denounges. While+ endorsing the '

abptiaCt °Oat a fa 'eniployment" the Ford AdMinistriftiOn continues through
vetoes, regulations, And public' statements, to -impede any. steps to, realize the.
goal. . , s - -,. 1Q ' - . / . .

. a-

We have to facelthe..adAnistration's charges squarely, and respond that we
Welcome the challtrn0 tb provide jobs fOr all Americans.' We encourage those
presently'ontgide the Workforce tO Abandon their poverty and IlOpelesi despair.

.To those who ifrie ."not actively seeking employment," and to those who never,
expected to ever ftnd-a job, wftcan say,."there is a place fOr you." ,

Unemployment has an extilordinary cost, both in monetary and in htiman
terms. It has been 'estimated that every percentage point a unemployment

'costs the economy 'sixteen billion -dollars in lost revenues. Unemployment Is
widely regarded as a primary factoe in crime, mental Illness, family break-
down, Sand ' counties!. 'other manifestations of human suffering which result

-from unwilling idleness. .'
I would like'to focus on the significance of full employthent for the Nation,

particularly those who have been at n disadvantage in the-labor market in the
past. In the ,first quarter of 1978, unemployment has finally begun to decline ;
however mosr realistic forecasts indicate that we Will' contiAue to suffer intol-
erable levels of unemployment and gieat prodnction deficiencies for many,.
years to.comeunless We,undertake fundaniental reform. - . .

Women, minorities, iouth, and older persons have suffered the effects of the
IrcaJIL it ..t:;.31011 n-.3:7:- ,acute-ly., n:^4 thssc,,,71.--,--Ta h-9rn thi. 'magi' #n-frIlin ..froro_s .

commitment to true full employment. Unemployment among_ white women is
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now 7.5%. Amopi black womeil, approximateV 10%. ate now ,johlese..More
alarmingly, u6mployment among non-whtte t nagers is now, 30%.; These
figures are in shairp contrast to the 5.1% Un siployment rate. aincing white '
males in the labor, force. In addition, gthese igUres jepresent only officially
reported rates of 'unemployment-. Fidru-es-w- hriari wile; have- L''feozne--
discouraged in their search forwork would bigm chhigher. ,r s .. 5

As a . result ofi a scarcity cif employment, the gains that ilitsadiantaged
ectups liave made; in the past de&de are bein quickly;.thminatpd. Women and

4 minbrities have 'only recently gained. access- t non-ttaditional'Occuptitions, yet .
they haVe the haat seniority and thut are the first tote laid-oft;in hard times.
For example, NeWr'Xork ,City recently, lost If of its Spanisiiiipeaking work-
ers,. 40% of its black males and ,one-third o its female .workers . ig,igh unem-
ployment has a disproportionate impadt-on W men and minorities.... . -'

While va have been writing, talking rind irganizing support for HAL 54, feiv.
of us. In ongreas, I believe, have. suftleien recognized the impact,,thairjobs
for all Athericans will have on every facet of life. With passage Of :this meas-
ure, We will have to cope with new pressu s on our institutions. We'vll have
to, continually improve and' respond as w gain 'experience. pince I know that.

' the spout:iota and eospbnsors have consid d the szleeessive drafts of H.R. 50
as "bilfs-in-progvess," as starting'points for a process of legislatton and social .
transformation, 'I would like to address fnyself to both 'the imprrivements that .
have ,been mritle the improvements still fo be made in'the recent Mrirch-10; 1970 ..
revisiori.' , .

This hieristire hits been strengthened ,by the addition of fiscal and.monetary"

mechanisms "to ensure balanced economic gro*th and 'to avert uncontrolled
inflation. However, I .have neveraccented the argument that full .employment
is inflationary, The policlep that have followed from,this point of view have ,

been immensely destructive. Dr. Leon! Keyserling Ins coniincingly shown that
the pest ratite to a balaneed budget is through tull employment and tax' .

reform If is 'obvious that with sustained Prosperity, increased iniresfmint -in
our economy and . full itilization of:our prodUctive capacity, our society can
produce enOugh 'goods so that rising cidmand can be met 'with increased goods
and services. And with full productioM fve wilt have lower pricee H.R. 50
strengthens ,the .ribility of the ;executive, and legislative branches to exercise
some long-needed coordination arid control throne/ the available economic
tools. It now incorporates as well some of ihe budgetary and credit allocation

' mechanisms ,suggested by the current deba te. over national planning. Although
the' bill as wyitten provides" no means to ezamine or control the planst'prices

.and profits of our major corporations, -whose monopolistic practices have
4 greatly contributed to inflation, the bill takes major-steps toward democratic

national planning for hutnab. needs.
, %The provisions for counter-cyclidal programs and grante to State arid local
governments, for specific regionhl and urban programs, and the eritapiehensive
youth .employfoent provisions, are all melcome improvements. Them() a Ion
way toward meeting tile needs of specific parts of our society that have been
idloriblY wounded by the prolonged recession? . . . .

Most of these provisions are important'Additions to H.R." 50. However, other
equally i'mportant provisions contained' in the earlier drafts have 'bee
removed. I-would like- to suggest eight additions that will further 'strength n

'the bill and' urge this subcommittee to rOonsider some of' the provis ons in
these earlier drafts which are essential to achieving a"full employment,3licy.

, At the *art of the/lawkins-Humphrey Bill is h commitment to the pan-
. sion of economic freedom' for all Americans. My greatest con.cern today is

whether this bin .firmiy, establishes the right of full employment for all, or
whether' ft is limited fo some Americans. I am equally concerned that this bill
krovide full- administrative and legal machinery to ensure that this right
becomes.a reality. . i

The previous draft cOntained a clear definitie llof fu, employMent : Sec.
3 (b) (1) : "Full enipleyment goals, defined as the umber of tull-time and part-
time jobs' to be provided for all adult Americans able and willing to work
(including those not in the lab= fajrce as customarily -imeasured) . . ." In the
new revision, this definition has ,beep. circumscribed in, several ways: First, the
addition of the phrase "seeking to work" and the elimination of the reference

..,_,:=_ _to _ those net in_ the_iifficiaLlabor force_ nernethates the artificial slistinctiOn"
between the active workforce and the undifferentiated, general labor pool.

sic/ ' 4. 8 6
.
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.groun. inandes a 'Minium* of .fuur.tnillior adults who have:dropped out, been
kept out,. and been ppshed out of the labor force. It inelOdes women and
minorities Who 'have been diwriminated against add older workers whose

ffi7
Second; the definition , now assumes that I/ is impraCtical to reduce.. unlm--

nloyment' below an:official 3% -rate. 3% ls no longer an interim target tor the
first 18"Months, but:the finak.goil to be attained withip four years and Main-
tained thereafter. .

I believe that in makingthese changee, -the 'drafters have seriously under-
:.miged the basic .thrust of this measure. Thwright of all Mirericans.to a guar-

antee.of some job is universally understood to be the effect of this pl. 'It is .
not the right of Nome Americans te a job. It ity not "full employment, but . . ."
It is plain and simple: full employment for at/. . ,

-There are a number of difficulties_with. the use. of 3% as an index of full
employment. Even when.- the overall unemployment figure is 3%, it ix much

. higher among certaili' disadvantaged groups. This problem was raise4 to the:
Equal Opportunities Subcommittee a year ago'in teptimony by eeonomists Bet- -
tram M. Oro:is and Stanley Moses. In Jan. 1975, when the official unemploy-
ment rate was.84%, the addition of involuntary part-time employees, and dis-
couraged workers revealed 'a "real unemployment" .rate of 16.5%. It raised the
real. uneMpleyolent totol from 7.5 million. to. 16* million. In 1951, .when
unetiMlOyment..Was 3.3%, the rate for white males was 2.6% while 'the ratefor.
white felonies wlis 4.2%. The statistics for black workers, male and temale
were signifiendry higher with black males experiencing 4.9% and black.
females 6.1%% In the .mid-Sixties, .ti e. last time the anemploYment rate was

. below 4%,.tlw "official" rate for non-lbites was over 6%, and for teenagers
over 12%.

Half of the hinek teenagers in Our central cities, are now unemployed; and
they .are bound-to ask, "what good is a national unemployment goal of . 0 for
us?" This bill airects the President to develop youth employment progr s but
it Provides no ultimate -goal for youth.unemployment.

A "tolerable" aVerage level of Unemployment at 3% would mean that 6% is
"tolerable", for ininorities :and' oVer 12%. is' "tolerable" for teenagers: These
groups will never reach even a% unemployment if that is to. be the ultimate

. average goal. - ;Moreover, the unique 'probleim; -of the over 40 worker are ignored. Definite
,the- 1967 Age Discrimination in Employment Act and the on-the-job experience
Whicb these workers have. these workers face 'considerable barriers to obtain-

.- ing newemployment. In 1975, unemployment averaged.1.6 million for the mid-
dle-aged and older, workers. This is the highest level in history. It is estimated
that 1 Million formerl y. employed men and women between the ages of 40 and
62 have given up the active search for work. Despite these:grim statistics, the

.over 40 unemployed have beenansistently ignored by Federal programs. To
meet the special 'needs of thls's gment, of our society, I have introduced H.R.
L2375, the- middle aged and .older Americans Act of 1976 which provides fOr,
training. connseHng. part-time and full-time work opportunities.A. I urge this'

:subcommittee to eonsiderincluding some provisions for this group.
The IlawkinS-Hutnnhrey Bill is. both an jmaginative and -a tealistic measure.

It says that Nfe have ,never tried hard enough to make-our .system work. It
-says, "We have met the challenge in wartime, so why can't we do it Ii peace-
time?" This hill acknOwledges that everyone dreams of having n decent pro-
ductive job, and that .the dream is valid. .

have heard the Warning that if this hill is passed, "people will come out of
the woodwork looking for jobs." To the extent- -that this is true, it is a con- .
demnation of ()Ur ,nast .policies Of neglect. We now have an opportunity to'
revitalize our societY, and taachleye the goals we:have postponed.

In the 1960's. We diseovered "the -barer America." We made great strides in
enfraw,hising 'and educating pur Minorities. We found that the handicapped . .

could,be employed. We found that Many older Americans winted,alternatives
to foreed retirement, and .were liappier and healthier when they' could' con-
tinue working.'We .found that more and more women wanted or needed to

,WO-rk.

foll--time employment is not available and atom' are not even counted as part
ot.the official labor force. Throughouttheir adult lives,, these people- have car-

.72-591 0 78 - 32
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ried the discomfort und blame, the distress and insecurity that are felt by, the ,

laid-off worker. Lei us not be misled : these are the ones . who will be over-
'looked in a bill that provides.more employment, but'not full employment. They
will lie wapiud ai It-2'614;1i ;tit feaezally can .
regretfully accept a decision to extend the period of implementatIon tO four
years; that is a technical question upon which social scientists may dieagree.
But I 'cannot see this bill limiting tbe pr.omise of full employment to the
official workforce. Therefore, I propose thaf.the right to full employment be
extended tcrall Americans able and willing to work, and that 3% be defined as
an interim* goal that does not preclude further eff4ts.

The March 1975 draft of the Hawkins-Humphrey .bill made-specific reference
to many groups not part of the dfficial wOrkforce. It courageously includttd. ref-
erence to former drug addicts and released convicts, throughout that draft, the
prevailing assumption was that

Sec. 5 (0 "From the purpose:3 of this act, any jObseeker, who presents him-
self or herself in ,person at the job guarantee office shall be considered prima
facie 'Wining and able' to work at some appropriate type and duration of work .

and some appropriate sate 'of compensation."
The effect of limiting the. rightqo a ,jol) is seen .in Sec. 206 (e) which estab-

lishes "priority criteria" to determine those most in need Of emuloyment, fac-
tors include an intlividual's household income, -how long he or she has been
unemployed or without uneinployment insurance, who else in the household
works. and whether the person is the head of the household. Such eligibility
categories would discriminate againgt women .mlnorities. the very young and
the vefy old worker. These groups are most often denied employment opportun-
Wes and these priorities perpeturate such aiscrjmination.

For *omen in particular. Sec. 206 (e) would be devastating. Women seek
wOrk for . the very same reasons that .men do, oui of economic need and also
for :Personal gratification. Women have entered the workforce in increasing
numbers and are just beginning to gain access to new fields and higher levet,
positions than in the past.

However, seniority provisions that exist maninlY because jobS are not
. guaranteed have worked consistently against the interests of women. In New

York City; one-third of the women municipal workers have already lost .their
job& Unemployment and underemployment continne' to be higher for .women
than for men. In 1974 a quarter of a million unenfloyed women were family,

'de
.., heads. . .

In reeent ''years more and more married women have entered tlhe labor force.
In 1974, 58% t)f all werking wornen were married and living with their has-
bands, and nearly all of .the husbands were abio gainfully employed. Under the
terms of this section, women could be denied the right 'to work Unless they,are
the sole support of their family, or they meet specified inebme requirements. .
We ouglot towork towards a sOciety in which women and men do not have
compete for too few jobs.

Older workers and young people would also be harmed by. Sec. 206 .(e)
because they, rarely have dependents to support and thus would receive less
prty for employment. In 1974, 19% of all working families had some
member Other than the wife as,an.a.adttional worker, probably a child' or an
older relative who contributed.intome tb the family. This provision would
deprive such persons of equal access to employment opportunities. .

The right to eMployment should not be contingent, upon these factors. sec.
206 (.e) would allow the establishment of a. means test to differentiate between
those. that "need" .a"job and those that do not. A majority of two-earner faini-
lies 'have income aboye the poverty line. For example, in 1974, 43.4% of till
married women whose family income was more!than $10,000 were In the labor
force. Obviously, many op these Working'women were not employed solely out
of economic need.' but -rather to contribute their varied talents and skills to
out...productive society. Previous versions of H.R. 50 guaranteed 'the right to -a
'job 'without exception. This version deviates so far from that prima facie
assumption as to provide criminal penaltiea for anyone who provides misinfor-
mation in proving their need for a job: If" the government is to undertake the
responsibility of providing employment for its citizens, that.sesponsibility must

t Pn wi.than t CLi' &hfl1pSS _1h2 n th ..efmnraitmentAct_t_______
full employment and would do little to rectify the present employment prob.:
lems that disadvantaged workers face.
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ftThis provision is i consisten mt with the spirit of the Hawkins-Huphrey pro-
posal. Although it n ay have been conceptualized as an, interim Program to
deal Nrith a flood of jobseekers after the enactment of the bill, it now stands

Am a ,now government ,impediment to full employment. If the section is not
deleted; it May doom H.R. 50 to thel.loss of support oy maeneniuired groups
and individuals who were its first and most enthusiastic supporters. ,

There is nornecessity to have a bureaucracy determine the jobworthiness of
any individual if all Americans are to have the right to a job. As my second
specific proposal, I suggest that the'subcommittee eriminate the need fot this
burdensome means test by deleting, this section altogether and replacing it
with a locally administered appeals process for those who have been denied
the opportunity to Obtain a job.

The bill in its present form does not provide sufficient parkicipation for
localities in determining those in which jobs could he established under the
measure. Section 104 (g ) provides for optional reporis by the governors. Iflhe
governors choose to iment on the full employment and balanced growth
plan, they must hol utile hearings. As my third suggestion, I urge this sub-
committee not onl to require such reports but to mandate the establishment
of permanent local advitiory boards with regular public hearings. .

In -every, part of my states: there are things to be done, and people to do
them. New york State's unemployment rate has stdbilized at an appallingly
high 10-11%. New York City's rate is over 12%. Sincte last July, over 150,000
state residents have exhausted alTo unemployment benefits. The Buffalo area .,
has over 15%' nnemploymentone of the highest rates in the Nation. INKE want
to put people to work in the Niagara region, in the Seuthern tier, in the St.
Lawrence valley, in' Westchester and on Long Island, and in the south Bronx.
Our New:York communities can help the Federal full employment office by
pointing out the projects that are Most needed.. : .

Although many full employment goals are National in scope, they will be
implemented in every. City, Town, and small community in the-Nation, and it
is essential to design prOgrams on a human scale.

Decentralization and .cinimmiity input should .be encouraged. As my fourth
I proposal, I urge you to enhirge the specifications in sections 102 (a), 109 (b),

and 1.09 (d), to include;.iii addition to "IndustEY, Agriculture, and Labor," par-
ticipation by State and local governments and consumer interests where they '

are not mentioned, and "women. minorities, handicapped, senior citizens, public
inierest and community groups" in all these sections. ,

The enactment of full employment legislation will result in fundamental
changes iin our society. This measure will transform education and training
policies, it, will decrease the populatiOn receiving pnblic assistance, it will
influence the expectations of children flow growing up. In short, this measure

_will affect every American. It would Le Unrealistic to take such a step without
providing mechanisms for evaluating and monitoring the programs of this act
as they progresA. ,

Earlier drafts of this hill have tried to provide such mechanisms; the pres-
ent draft delegates only minimal information-gathering functions to the Con-
gressional budget office and the joint econothic committee. As my fifth pro-
posal. I suggest the establishment of a full employment research bureau, to
study and report on relevant issues, and to organize an annual public evalua-
tion ot our progress. This Bureau, which. would exist as a separate institution
.or 'under the council of economic advisors. would encorporate the work of

'. social scientists frifin all disciplines and its functions would also include an
examination Al' the inter-relationship between r.ncome maintenance and full
employinenCr suggest that provisions foi tlds Bureau replace section 207 of
the present draft ,

Section 11:1,of this bill emphasizes" the necessity to coordinate the efforts of
all agencies of thet federal government. To make this goal a reality, as my
sicrn proposal. I urge you to mandate all executive agencies and independent.
commissions, in addition to the Federal Reserve Board, to adjust their goals
so they conform with eta Nationa'. priori6: of full employment. If We accept
full employment as our goal. it makes no sense tohave the separate parts' of

Ar our governmentpursuing conflicting objectives.
The purpose of the entire bill concededly is to provide jobs. However, I

Ieneve a utscossloo (pf 1 he i eta t i $ e eurptub, au ittrbli :c------kkri-l-a+e- sect....,.c
... cannot nk resolved at this time. I am convinced that in the long run the Fed-
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'era! goVernment. unist...liegin to see itself 'not only as employer of Inst: resort:
but in many easet as'. einplOyer of first resort. Leon -KeyserlIng has summa-
rized this point : -1, .41, i t

t

"The Federal budget.is to allocate to ,the people the goods and servifes they
-aerd'il-rul----c-autot-1.--ke-, pieil.-.141;---t :It?' or . local gOvernment And by 'pri vat e
enterprise." .

Tn recelft years. despite massive subsidies, the private sector has again. and
again prov.en itself 'incapable-Of building decent !musing for our people, provid---
ing health care .al reasonable prices. finding jobt ir our young peoPle, rumlifig,
our railromls or providing us with low-cest.' energy. I believe if we are "to have
full employment, w'e will eventually need a standby job corns and other
expanded public programs, but we don't have to delay this bill until there is
agreement. .. de . 1 : .

There are specificchanges regtirdhlg the nature of job priorities that I
would lira: this subcommittee to consider. Section 104 (e), idan lates "a full
employMent program that provides productive non-wasteful jobs. d that reor-
.(h.rs National priorities and employ the jobless in the prodaCtion goods and
services which -add to the strength,of, the 'economy, the wealth. Of .he Nation,
and the well-being of the people." an the cOurse of summarizing vital areas of
production, two vital areas have been omitted: "iniprovement, expansion, or
new development . . . of mass transe and "the dei.rilopment of artistic, .

esthetic, cultinal, and recrea.tional activities in all areas of the country." .:,..

As- a representative of tire City And the State.of New York, Which has 40%
of the Nation's mass transi passeners.. and which iS, a Nhtional Center 'fox'
culture and' the arts..I knov that these two areas ciintain some of the most
labor-inte»sive and lOw-cost j dm: that exisL They are also among the most per-
sonally: al I socially beneficial activities, As .my seventh proposal', I urge that .

pin incl these areas for priority prograths. . .

(live the strong emplmsis on productive., eeonomyttrengthening Wis. it is
not appropriate to enshrine "National Defense". as one, of the five 'principal eat-,
egoriesil hope it is no one's intention to reaelt full employment by- increasing '.
the amount military production or the size of our army. Therefore, my eighth
proinmal IS that conversimi of sOme ,of our military facilities to productive fed-
eral use be listed. As priority area,number four. The technology we lmve devel-
oped for air wa'r can produce non-polluting rapid mass transit systns: our
chethical and .biological warfare researiti can be redirected towards the,...
iimIrOvement of health facilities. . . 4

Tt is my firm conviction that MR'. 50. will be strengthened bY acceptance.of
my eight proposals. I would like to enuilmsize that, in spite. of my criticisms
of eertain sections. I am very enconraged by the attention this measure is
receiving: .

President Truman nppreciated the visionary importance of full employment
and he understood the dangers as well. Tn his last econdmie report, in lannary q

1953. he, wrote : .
.

"We cannot assmne that henceforth what needs to be done to prothote the
maintenance of full empb)ynient will be done. None of nsregardleSs of-party
should let the idea of full employment degeiwrate .into a slogan ba»died for
narrow political advantage. Like freedom.' it needs to be guarded.zealously and
translated intO action on a_ cmitinning basis. Moreover. if 'we fail in this. our
very freedom may-be placed in. jeopardyr _. .

I strongly hope that this bill will ,be enacted, and that our nation will be
revitalized by tlie challenge. Let ns shape the future by shaking off.the'pessi-.
,inism and resignation of recent yeairs iind hy building a National campaign. in
"sumport of full-enadoyment. - .

. Mr. DANEELs. I ask- unaniMoas consent that. the Honorable Shiliey
Chisholm's prepared. statetneht be allowed: She had infended to be
here today, but. inasmuch as she iA'n'ot, I would like the record tot
show that her statement will be.ipeorporated. . .

That concludes the heaving on 11,1i.. 50 irQd_ the 'hearing is
adjourned. -

f'Whereilpon, the hearing Was ailjoumed at 12:25 p:m.) .
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The National Organization -for Women ifl largest and oldest women's
rights-organization of the new femink, wave. NOW haS over. 50,000 members,
both female and male and 700 chapterS th all 50 states,
..' We have realized the necessity for national full employment, and have been
codnmitted to that concept,' for many years. We formalized our commitment
at National Conference in.1971. resolving to work for '"passage of legislation'to
provide for a full employment program for the United States, in which private
industry and the poblic sector expand -opportunities for work for all, so 'that
each person can have a realistic .chance for meaningful employment. at -a
decent rate of pay." -'

A national Full Employment Act is necessary in 'order hi move the nation
toward the priorities of meeting human need through work opportunity. As a
-nation, we are losing millions of dollars hi pr,ductive labor, services and taxes
through endemic unemployment. Lack of work has so diseouraged women,
.minorities, youths, and-older citiiens that many feel .useleSs. Lack of 'work is
also 11 costly contrilmfor to the rising incidence Of crime, alcoholism, drug ad-
diction, depression and mental illness. .

-.

Unemployment severely affects women. The number of unemployed women
has increased 'greatly silk. the 1950's and women account for an increasing
proportion of all unemployed persons (See Figure 1). The rate of unemploy-
ment for women has been greater than that for men simmce the late 1940's (See
.Figure 2). .

.

. . .

.The figures illustrate tile marked ipciease in the size of the female label-
force coupled With a worsening in the unemployment rate .of women as com-
pared with Unit of Men. In 1947, women' 'accounted for 28 percent of the civil-
ian labOr force and .27' percept of the unemployed ; in 1973 ;they accounted for
39- pereent of the civilian labor force and t percent Kf . the unemployed?
Nearly a quarter of a million unemployed- w nen. in Marcir1974, were family
heads. Their rate of unemployment Was 6.4 percent comparM. with 2.7 percent
for men faMily heads iii wife-husband film( les and 4.5,per cant for, men heads
in other iamilles.2- v : .! - ..,

. s

Department of 'Labor. Women's Bureau, 1975. Handbook oi Wonn Workers.
1975. Bulletin 297. pp. 04-45.

1Ibfd. p, 70.
(489)
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TABLE 27.-UNEMPLOYMENT RATE5 OF WOMEN AND MEN, 1947-74

[Persons 16 years of age and over]

Year

Annual av aaaaa s

Women Men

1974 (April, seasonalli adjusted) a 5.9 4.5
1913' 6.0 4.1
1972 1 ,. 6.6 4.9
1971 6.9 5.3
1970 5.9 4.4
1969 4.7 2.8
1968 ' 4.8 2.9
1967_____ __ _____ _ ..: ........ _ _________________. _ . ._ - - 5.2 3.1
966 4.8 3.2

1965 ., 5.5 4.0
1964 , 6.2 4.6
1963 6.5 5.2
1962 1 6.2 5.2
1961 , 7.2 6.4
19601 5.9 5.4
1959 5.9 . 5.3
1958 6,8 6.8
1957 ,-

4.7 4.1
1956 4.8 3,, 8

1955 4.9 4.2
1954 :4 6.0 5.3
1953 1 3.3 2.8
1952 3.6 2.8
1951 , 4.4 2.8
1950 5.7 5.1
1949 6.0 5.9
1948 - .,-e 4.1 3.6
1947 3.7 4.0

r1 .

1 Not strictly comparable with prior years due trs the introduction of population aril ustments In bests years,

; SOURCE: U.S. Department of Labor, Bureau of Labor Statistics: Employment and Earnings, M iy 1974; and Manpower
Ripon of the President, April 1974.

AnnualaAvnnraual

el91;
average

1973

Women in civilian labor force (in thousands) .:t - 16,864 34,510
Portent of total labor force 28 39

Women unemployed (In thousands) 619 2,064
Percent of total unemployed ., 27 48

Unemployment rate of women 3.7 6.0
Unemployment rate of men 4. 9 4.1

Source: Manpower Report of the President, April 1974.
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Unemployment rates for women are highest for teenagers and minority
women (See Figure 3). The average unemployment rate for minority race
women in 1913, was twice as high as the rate for white women (See Figure 4).

NOW strongly supports and endorses the goal of national full employment
and a federal Full Employment Act is the primary way to accomplish that
goat We believe that in Order to correct the unemployment problem as it
affects all worker groups, women, minorities, youths, older citizens and men,
the' nation must establish specific *goals and coordinate national policy and
planning to achieve them. As a nation, we must stop scrambling to meet prob-
lems on a crisis-response basis. rnherent in the national effort to aehieve full
employment must be a commitment to equal opportunity.. We cannot have full
employment for one worker group and "just a little lit" of full employment

5r41L4ffor
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TABLE U.-UNEMPLOYMENT RATES OF WOMEN. BY AGE AND RACE, SELECTED YEARS. 140 TO 1973

lWrimen 16 years of 12e and overl

1973 1970 1960

Age White
Minority

races White
Minority

race: White
Minority

race:

'Total .... 5. 3 10. 5 5. 4 9. 3 5. 3 9. 4

16 and 17 years... ... 15. 7 36. 5 15. 3 36. 9 14. 5 25`?
18 and 19 years.... . . 10. 9 33. 3 11. 9 32. 9 11. 5 24. 5
20 to 24 years 7. 0 17. 6 6. 9 15. 0 7. 2 15. 3

25 to 34 years 5.1 9. 7 5. 3 7.9 5. 7 9. 1

35 to 44 years 3. 7 5. 3 4. 3 4. 8 4. 3 8. 6

45 to 54 years . 3.1 3. 7 3. 4 4. 0 4. 0 5. 7

55 to 64_years ........ .. 2. 8 3. 2 2. 6 3. 2 3. 3 4. 3

65-years and over 7.8- -3.-9- 3. 3 -1.1- 7.1 4:1

Source: Manpower Report of the Prisident. April 1974. .
-1

for other worker groups. Inherent in the policy of a Full Employment Act
must be the commitment to a job guarantee. Everyone who wants a Job must
be guaranteed work. The nation must not hnplement an inadequate program
whieh thrimgh Job scarcity or by the eritablishment of false "worthiness" .prior-
ides, forces disadvantaged worker groups to compete one against the other /or
work. loherent in the.imPlementntion of a Full Eniployment Program must be
clirap. There can be no requirement forcing a person to work, nor punitive
mensures taken ugainst persons who choose mit to accept work offered them.

NOW Is extremely concerned about the costs to our society and to our indi-
vidual citizens consul by eimtinuing high levels of unemployment. A country.
whieli (gamut provide work for the people who need and want it lacks the
obility to provide the basic requirement for the pursuit of life, liberty and
happiness. .

NOW mills on this CommitFee, on the Congress, the Chief Executive and the
American people to recognize flint as a napon, we must flnd a way to provide

jfull employment without discriminution. At the Hanle time we Must also be
striving,to iliqlkve Ilre goals of adequate housing, childenre nnd other essential
bullion servives whieh are nemscary In order to work and in order to rednce
social dlitruptlim and a growing national welfare bill.

RUM MARY OF RECOMMENDATIONN AROUT VIE ACT RELATED TO WOMEN AND
M NORITIEM

NOW memliers contributed Ideas 'and support to the Equal Opportunity and
Full Employment Aet of 1976, introdueed in 'August, 1974. NOW was not eon-
suited on th revised version recently re-introduced. However, %VP anticipated
landmark legiclution which we tumid immediately endorse.

NOW is anguished that the Amendment eliminutee important provisions from
the previous Act nnd introdlieec Mollie new provisions which will be dnmaging
to th employment opportunities for woolen tind minorities.

Tile following section siminnirizes our inn Jor concerns and recommendations.
The sectlim immediately following presents /1 detniled commentary and sugges-
tions on spoilt,' Heel hum of the Act as it relates to women ;Ind minoritis.

I, The originsi Act annollneed to the tuition through Its title, "Equal,Oppor-
tunity and Full Employment Act of 1976" ihed through- many pmvisions since
deleted, that Congrecc wile not old& providing for full employment, but wan
assuring equity us well. Tile current Amendment shifts "equal opportunity"
out of the title and almost out of the Aet, ill invor of bnianced growth. We
rerommend the r-inclusion of "Equal Opportifility" in tile title along with
"Matthew! Orowth,"

,

2. While full employment for women and minorities would solve ninny of the
hnmedlate eeonomie problems aricominted with life sustenance, the Act will not
autonintleally solve problems paused by discriminution. There mind be a ap-
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elfic co ll l nitment to deyeloping new supplementary prograMs in training .and
counseling aimed at, relieving discriminatim amV-the channeling of workers
Into stereotyped Jobst

3. The term labor force.: mps" must be exPanded wherever it oceurs,.to
specifically include assiataOc for those other groups which suffer Moat
unemployment: Le., wemen:minorities, mid older Americans, a Well as youths:.

4. The rate of, unemployment (3 percent) should be an interim goal and
must be spedficaliar detinede is n goal for each worker group within the labor
force. Without 0'07 clarification and einphasis, the Act will yeninin inherently
discriminatory:

5. In addition to theiwecial consideration given to the employment problems
of .youth, special comMeration in tiw Act should' also be extended to include
the emplophent problerawof women, minorities and older workers.

6. The eligibility criteria defined in. the Act must be eliminated.for its dispar-
ate effects on all women, particularly marrted women.

. -The it et-mturt-elearly, prohibit forcing-people-off- income-maintvVsoce into
work which Is not leaslide orOodrea hie totheat.
. c. In order to:make the non-disc.rimination section of. the.Act effeetive, it is
ngessary to provide n prftate right, of action with no required exhaustion a
adminirdrative remedies, ant,well as directing the Hecretary of Lahor to estab-
DA mechanisms tor the reCelpt, inveldigation and resolutiou of.complaints. ;

9, -The Act must re-establish the .Concept of a "Job guarantee" for any person
who wants to work. . , ...a"

O. The inclusion of .national defense as a high priority arEim in. the eco-
no( fc program is con -productive to meeting the employment needs of
women, minorities tuuf'o r workers. We call for the cbm4riapn of excessive
military.spending Into pea timesocial service programV , ,

r

COMMENTN ON MPEC C NECTIONWOF TIM ACT OF fioivcr.ati tiryvailviv
k., "r

In (ontrast to previous drafts of H.R. 50, the current draft nppeark ,to be...
-designed to solve the unemploymnt problems of that segment,of the.workforce%
which has traditionally been most favored. It does IItL tm,addretue. the Prob-,
lemmigaihose groups in the workforce ivho have IHen !mist. deprived of the
iwn dr full and Mimi employment ii the past. We NIiol1nôw like to. offer
com nts on specific sections of the ACT which are of.pa ati entmern to .

worn n.
I.

Section 2(b) (4)
Although NOW believes that th achievement of equal en .,opportu-

it

!iffy would be asier under eondltione of trio. full emploMent, It -is important
to note that full employmmt ,wIH not necessarily solve the problem Of the.dif-
ferential hetween white males mid those groups traditonally suffering discrmi-
nation in the workplace. Diserlmination IN a factor which in separate from
cyclical economic behavior. It IN erroneous to IINNMIIP that if there were. no
recessions thyre would be no discrimination. Where discrimination exists and
requires structural change, the bill makes no provision for eounter-discrimina-
tory programs. For examplr, thP bill appears to 11141411111e that there would be no.
market Imperfections If the economy were moving. However, the dunl markets
for so-called "nude" mut "female' Jobs, which have resulted in artificially
deproSsed wage ratPN.for most. woundi workers, would simply be perpetuated if
full employnumt for iv(ibwo were aehleved through cantinued placement in tra-
ditionally fmnale Jobs. Under Ouse eonditions, it IN reasonabh to assume that
I ite discriminatory wage re tem would acm be perpetuated. Nothing In the idli
speaks .to probimum of this nature. NOW believes that fond! problems must be;
specifically addressed iii order for this bill to make a meaningful rontrilmtion
to the (diminution of dbwrimination../
Heotion 2(c) 2A

There, are some areas where full employment mull eqUal employment clearly
overlap. For example, an economic recession resulting in layoff onducted on a
"last hired, first-fired" basis can rause n loss of (mufti employ!) t gaina where
women and minorities have been integrated rmently into ( previously held
solely by white men. Thus, we are pleammi that this section recognized the need
for programs specifially concerned wIth the problem of high unemployment
during recessions. We believe, imwever, that (ol( programs should be "specifically
designed to elimlnate",nither than "reduce" high unemployment. flimilnrly, we
are pleased that the bill calls for programs to reduce structural unemployment
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"among particular. labor force groups." but urge that the ultimate 'goal of
such programs be the elimination. rarherlhan the reduction. of structural
unemployment.

NOW believes- that tbis section must be .greatly strengthened, to aVold cnn-
tinning discrimination,'by Specifically mentioning women, minorities, and 'older
people as being athong those labor .force groups which Congresii intends to.
assist by this legislation. This is particularly important since.an entire section
of ,'the bill is degicated to addressing the unemployment problems of young
workers. but thc,:ACT.Makes no specific mention of the unemploymeot prob-
lems of w!),10114:t41rwrity, or older workers. NOW is also .concerned that the
subj0k of Ititdore,mployment is not covered by the ACT since a dispropor-
tionde,numbejof women are underemployed.
Section:02)1',867;2410" .

: Now opoqmls Mit establishment _of the right of all rublif mericens able
itulivillint.teowOrk, to "opportunities for useful paid emplpyni ,:nt f lir rates

]t. 6. of eompensatiolire ilisturbed however, at the addltiott of-ttf xpression
, . "seeking work"'-fo this version of the hill. Wi 1.,.A dal, the. ACT -

obviously will fall to adaress the problems of tlie.d s 'eel. svoilkwr. Indeed,
it, would appear that in this version of the bill diS*r 'Worlttrirre not
counted asi part of the labor force. A large proportiorty snirajOitAigkiters

; are women and members of minority groups, .becauttitTft likke- sufferedicseri-
, 7 ons discrimination in past efforts tuAnd employment:1r ergt.;;AOW believes

''.. that it is essential that such workers lie counted as Part he ldbor force if
the ACT is to achieve any true condition of full employmetit'in this society.
For this reason, We suggest the deletion of the expression "seeking work" .
wherever it is.curs in the bill.
Section 104 "See. 3A (d)

Although NOW (1oes not accept tlie Idea of a minimum "aceeptable" level of
unemployment, we realize that there will always be sortie Mini level of
unemployment because of job sea,reh and labor mobility consir How-
ever, NOW is gravel) concerned about the establishment of' anii 3 per-
cent maxithum "acce table".unemployment level. Our concern on ' *int is
two-fold: :

3 percent level of unemployment is estaldklied as the "minimum level of fric-
(1) The 3 percent is given as an 1:Ululate, ratber than an

^ tional unemployment consistent with efficient JO search and labor m
There is no emphasis on further reduction of unemployment once this goal is
achieved. The full employment is reached when no one is involuntarily unem-
ployed.
, (2) The 3 percent level Is doubly suspect because it nowhere takes into
account the fact that the unemployment levels of white malea drop below 3
percent in good times, while the unemployment levels of women and, minorities
remain significantly above 3 percent. The table below gives the relevant statis7
tics for 1969, a year when the overall unemployment was

DNEOLOY14ENT RATES BY RACE AND SEX FOR 1969

Unemployment Ratio to white
rate male late

White male 2.8 1.061

White female. . _ 4.7 1.68
Black male.- 5.3 `. 1.89
Black tamale 7.8 2.79

Source: Statistical Abollact, 1975.

Thus, In a year When unemployment %vas not a major concern, it is clear
tbat the. black female population Was asked to sustain.,a level Of unemploy-
ment which would be cause for national alarm if it were suffered by the white
male populativ. Further, Itshould be noted again' that the unemployment sta-
tistics given do not include discouraged workers or involuntary partthne work-
ers, the mnjority of whom .are women and minorities. Therefore, the above
table presents a much more optimistic picture thanwrertlistically existed in that
year of ostensibly low unemphyment.
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NOW believes that it is imperative that,,at the very least, a. clause should
be added. tu this section whidi would specify that the interim goal should be
an unemployment riite which must not exceed 3 percent for any group in the
labor fatee, regardless of sex, race, eolof, religion, national origin, or age.
Section 104 "Sec. 34 (e) (2)"

NOW commends the'reeognition of the importance of providing quality childbare for all at costs within their means. We would^suggest replacing the
: expression id day care" to "child care". In reciamition of* the .faCt that many

parents work at night and thus regaire child care during hours which are out-
c side the schedule of the usual day care center.

Sectionx 202(c)(4) and 204 (a) (1 ' .
We want to eMphasize that women and minorities should be specifically.

mentioned In this secition as affected."groups within the 101dr:force? Women
and minority workoil .are almost invariably the most severety affeeted mem-
bers of any labor force group in'thrms of unemployment..In .a.ddithM, extensive
experjence hasshown that government officials tend te ignore,lhe problems of
women And dirnorities Onless they arc Specifically .directed to concern them-

. selve0with these probleMs.:
`A-

, Section
'
4

..... -
NOW is acutely aware 9f the severe ,nnemidoyinent crisis among, y mug

people, particularly among minority youths..Young.minorily Women suffe the-
highest rate of nnempieyinent of .any group, within this society. Therefort we
must stress thedmportance of SpecificallY acknowledging the extreme s erity ,

of the unemployment problems.of young female and .minority workert4.. ..Further, we question why the ACT nowhere includes 'mention of tl special
employability problems of° displaced homemakers. These women fire ntering
.the workforce lu inid/Ile age and requite special help. They ofteti have.1
ketable skills, very Itatited Personal resources, and no place.lo turn. They also
face a double lawden of ,dbierlmination oil the basis of.:,seX and age..,gOW
believes that. the ACT would, be strengthened by direct..tifention.of the-Prob-.lems of the displired homemaker. t,...

.SeetiOn 20d (a)
By defining thoSe peopht who are to be assisted under.:this section as' "Minh,

.Americans able, willinp, and seeking to work but wito degpite a merlons- effort
to Obtain employment, are unable' to do so,"'the bill once again stresses that it
does not adilress the Problemn of people who are not making a merlons effort to
obtain eippinyment, because post experienee has shown them- that such effort isfutile. . If
Section 206 (e) (1 ) .

,.
NOW commends the inclusion of this clause. Pr6perly administered, it

should provide people, such as the-aforementioned displaced homemakers, with
some of the aid necelsary in order to ..beCome useful and productive membersof the'work force, It is imperative; .however, that eounseling and training
under this provision include encouraging w,umeat to omortunities in nontradi-tional jobs.

&ain't 206 (c) (I) ,

Any deterniina tlim.of a Job seekeeraability. to perform certain kinds of work
must be hinted on an individualized evaluation of that persons' capabilities,
and not on stereotypical ideas as to what,Jobs are appropriate on the hauls of
sex and race. Past idaupower (sle) programs have been plagued with severe
sex discrimination In training and placement. It. Is .easential that a strong
ii.nti-dIserimination provision be included in this section.
section 206 (e)(3)

This section would clearly have alliscriminatory effect. on most women, and
thus is undeeeptable to. NOW:"Womeh, particularly married women, have often
suffered severe employment discrimination, lir the past because of consideration ;,
of Just factors as "the number of rmployed persons in u household, number of
people economically' dependent upon any such person, . . household. Income"/
and similar barriers to equal employment opportunity. DuringAhe Depressio
women sehopl teachers were dismissed froin .their jobs if they married. Inde
married women were prohibited froin teachine school in various districts in

7 .
,
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ett itusimIct yas Orh earry-n"

`Itta4) 3 out of 15 4trayt-Wift. lamaa.,5

huslmul-wif.familisein garners in &milt itk 1,72

ris*of larch 1973, fo111os wIth no *Armors ro ro, Inaulod.

Source, Deportnont Coonoce. bureau of tho.tonaus.

FtQugE

Ref. 1975 Handbook on Women Workers; U. S. Department of Labor, Employment 44
Standards Administration, Womens Bureau, Bulletin 297.

This section also assumes, incorreeny, that inarried women are vvell taken
care of throughout their lives. NOW's extensive work with displaced homemak-
ers ham made us painfully avvare that this is not the case. Many vvotnen Who
have accepted society's assumption that they vvould alvaiym be provided for by
their husbands nre widowed or deserted in middle age. They are left flounder-
ing vvhen they must faCe, often for the first thne, the exigencies of a job
inarket vvhich is ill prepared to absorb their talents. Excluding:these. women
front the posAibility of obtaintng -employment under the Act,during their mar-
ried years shnply. increases 'their vulnerability to Severe unemplovnent prob-
lems later. In a bin vvhich emphasizes long-range planning, this approach in
surprisingly short-mighted.'.

. .

DOM believes strongly that vvonten can no hmger be treated as the dImposa-
hies of the labor force or the chattels of men. NVe must have equal opportuni-
ties for fun employment. If the Act iR to set any short range priorflles for

_placement, they ntust be carefully constructed mo lhat they cannot Impact
adversely on any group identifiable by sex, race, or age. The prkwities set
under this section obviously do not tneet this criterion,
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Section 206(6)(4) . .
,

This section also calls into question whether or not the ict fs intended to
achieve full employment, or only full employment for some grou s in the lab(ir
'force. .The setting of eligibility criteria such as household income to limit
access to the program which uitimately provides employment .for those people
not otherwise placed under the Act will obviously exalude a ilisproportionate

nuinher of inarriei;1 women from equal access to employment. opportunities.
This provision can clearly be ezpected to . have a discriminatory impact. on
women. and must be deleted. Again, we cannot strese too itrongly that anz
short range criteria 'adopted must not have an adverse tipipnct on groups Alien-
tiflable by sek, race, or age.- '.: .

Since the Secretary of Labor .is assigned the responsibility for carrying out
the provisions of Section 206 of the 'Act, it would be appropriate to exaMine
the ,past record of the Department 'Of Labor in lilar areas. A complete
description of civil rights enforcement problems of ployment Service; Man-
power Training, and work incentive. programs conf.. ie found in the report of
the U.S..Commission On-Civil Rights, The Federal Civil Righta Enforcement
Effort-1974. Volume VI. To E.rrend Federal Financial Assistance, A brief ,pas-
sage taken from the report (page 409) should be suffitient .to demonstrate the
Deptirtment of LabOr's discriminatory treatment of women under these pro-
grams in the past :-

.In 'June 1974 this Commissjon field hearinga in Chicago on the effect of Man-
power Administration ,prograins on women. Those hearings revealed : that
minority women trainees were not counseled to enter nontraditional oCcupa-
Hons. In fact, program counselors would often suggest only female-dominated
occupations as options for skirl training; for example., counselors Wouid refer
minority female trainees to domestie work. Counseloes in the programs testi-
fied to °the hick of any guidelines or enforcement mechanisms for ensuring
comPliance With antbsex discrimination law. The hearings also revealed that
MA programs 'gave priority . in job placement to unemployed male household
heads over unemployed female household heada. Wen when woMen Were placed,
they were given the lowest-paid ,work with the: least chance of advandmeht:
Hearings Before the U.S. Comnifiktin on Civil Rights in,Chicago, Illinois, Jane
17-19, 1974 (unpublished transciipt) .

. .

SpeCific safeguards against the, recurrence of such problems must be written
4 into the Act to' prevent it from .becoming a. mockery tor women seeking a fair

and equitable position in the labor force.
Section 207
' NOW in concerned that this section might be,, interpreted such n. way its
to tend to force people, particularly mothers; partielpating lit income Mainte
nance programs to work outside the home regardless of their individual deter-
mination of the wisdom or desirability of doing so. If adequate job opportuni-
ties were provided; discriminatory barriers to employment were-removed, and
sufficient quality child care and other necessary facilities and programa were
availabie, it s likely that' many people who have been participating 'hi income
maintennnce programs wonld desire and he able to return tO work, NOW Urges
that this seetion be deleted. At the least,' it should be clarified to preclude any
misinterpretation of its intent.
Section 401

Essential to any major piece of employment legislation is a stiong and effec-
tive anti-discrimination provision. NOW is distressed to note that the non-dis-
eriminntion section of II.R. 50 is based on the enforcement structure for Title
VI, Unfortunately, this enforcement strueture has proved to be unworkable:
There are no Whits placed on the length of time the Secretary of Labor may
take to determine that discrimination has titken place or to notify the recipi-
ent of a finding of noncompliance with the anti-discrimination provisions of
the ACT. Merely establishing a sixty day Hine limit on voluntary cOmpliance
by the recipient will not resolve.the problems inherent fti the system when the
recipient fails to secure compliance because the Recrefary of Labor is author-
ized, rather than mandated, to take the neeessary enforcement action, Under
Title VI this "authorization" has all too often been interpreted to mean that it
is not neCessary to take any action. (See the Civil; Rights Commission report
previously, cited for a compiete description of the enforcement problems under
Title VI.) The posnible modes, of action specified by the ACT are inadequate.
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:(1). Past experience dietates that referring the matter to the Attorney General
: with a recommendittion thar a civil action be instituted is imlikely to result in
tiny action taken by the Department of :Justice. (2) As mentioned prevusly,
exercising the powers provided -by Title VI is unworkable, ond the adininistra-,
tive ,process is long and drawn Out. (3) he section Which permits the. Secre-
tary of Labor to take any other action provided by law could'simpiy result' in
having the matler referred to amither agetly for' disposal. For example, HEW
refers complaints to the EEOC wididk defers them to }tate. agencies. This pro-
vision simply permits "paSsing tiw bncle.', and impedesithe timely resolution of
complaints..

In order to make the nondiscrimination section of die Acteffctive, it is nee-
essary to provide a private' Tight 'of -,actiou with no required exhatistion of
adniinistrative remedies:In addition, the Secretary of. Labor should be,directed

:to . set up a mechanism to receive laid investigate discrimination complaints,
*issue determinations of cause, and institute fund termination procedures.

'
WOMEN 'AR WORKERR : AN OVERVIEW

.. . .
. .

NOW' inis made the previous critical and specific, comments based sat 10
years experienceritften frnstrating, trying to overcome Sex discrimination in
employment against women,
"rhe organization has worked for legislatien outlawing discrimination 'ad...

e
pushtitl;for strider agency..enforcement -on 4the. non-discrimination laws. When
those remedies were inadequate ItOW .moved for redress in the courts. This

leexperience has ft NOW wiser 'a out the many ways in which Special inter;
ests can circumvent the national goal of equal opportunity.

, Frequently we hear frotn4hose in positions of power in both the public and
private sector that ,we should emphasize the positive ; point to the positive
°changing rolee .of women _In the labpr forcei and celebrate the 'token"
women whit have' been allowed tit be ti. part of lieretofore male dOminated
institittion ond occupations. We disagree.:Me feel It is most 'crucial to expose
and public ze the serieusly deteriarating statukof women in the economy, par-
ticularly in e cimteict of the current -national delMte,o'er full employthent.

Historically, as women have. entered the Work fofrir in ever increasing num-
berS, their economic stability has grown more.precariOns: .

In the 1960-1974 lwriod the greatest increase in the labor force participa-
tion rates was among females (See Figure 7). A comparikon of wage or salary
income of fnll-tinie Year-round female worker8 . in sehwted occupational groups
with that of men (See Figure 8), showed that women's relative income posi-
(ions deteriorated in most occupational' groups (hiring the period of..grb* It'
between 1962-73. The overall earnings gap ))etween females "and men wide ed
substantially during that tinw (See Figure 9).

Between .Jannary 1974. and January. 1975 the iabor force grew by1.5 nit lion.
Adult wonwn accolint- for1.1 million of that increase. Projections fro)), the
U.S. Department of' Labor also disclose the Animber of female -workers mid
their proportion of tIW labor force wili eontinne to grow (see Figure 10).

It is also logkal to assume that the gap in earnings will continue. to grow
without 11 Mnjor'governmental effort to establish equity.

NOW isintinually.,points out the reason for this growth of wonwn participat-
ing In tiw labor force is due to women's need to survive to provide for their
families or personal setisfaction ; and that women work out of economic need.
just as men do (See Figure 11 ) . Nevert helesse we feei it Is imperative ti)
-repeat, again, the statistics and. faets.\ we should all know by now, since our
experience indicates jhat tiw message cannot be repeated often enough. .

According to 'a recent study conducted Ily economists Heather Ross and
Isabel Sa whill of the !Triton Institute, re Ma le lwaded families with children

.0 now -constitute 15%2 of all famines, up from (I% in 19uring this mune
iWriod of time, .the proportion of feninle-headed familkek in poverty has
increased' from 18% of all poor families in 1969 to 41%,,, in 1974, Ross and
So width also show that in 1974. 32 percent of all poor families were husband'.
wife and children.' famillos. In 1973, in the age group of 25-44 years of age,
the ages both of highest rate of participation in the labor force, as well as of
childbearing and rearing, the mean income of fentale-headed families was one
half that of male-headed single parent families. nod intrely one third that of
husband-wife families.
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These`imre-Ismed film do not reveal fhe additicknal soCial al d economic
* dentand s. placed on the A !orking %Voltam, tvgardless° of her marital status. 'The
,.. Women's Bitreatrqms pointed out hilat:,.... the-averaUe working wife spends 5

hours a.-daY (or 34' hours a weet), on housebohl tasks in addition to her work
outside:the home. The average linsltand spends 1.6 hours a 1day on 'home taskil;
For ,the working Woman NYlt(t. is also the head of a family, the work 'week A

. _,.
". approaches A...lours-4 hours on. theJob and- 40 at home. .But she Is, also !'""!"--

forced to manage this task (in every age group) with less than half the
income of a male-headed family. These .problems' are compounded by the paltry
availability of 'child care facilitlits: in 1979, 5 million working mothers had 6 ..
million children under age G. wade the number of chtid care slats was only'
1220,000. The average workinv -, ,,m.4n whet,* or not' she, is the sole head of

.7 ,tfib...44,mily, iS without adequali ,i,nd care for her .small children, overworked,
, and und erpaid: .

.
.

Employment research Ims repeatedly found occupational , 'segregation to be %.
the principal factor contributing to worden's low Wages. The Manpower BepOrt
oftheitesidentOBT51----po1nts-Toutthatclagsifloitionor jobs by7 earnings' .
reveals a marked' similarity' to classification "of 'jObs,by sex. Male dominated
(*captions Memmes the lead in wagest..Average earnings in private industry.:

--.in March of 1974 were $4.06 an hour. In -ocetipations with high proportions of
women, the average Wage was $3.09 an hour. Wmnen are not only concentrated-.
in lower-paying jobs, .but are-also found in large rupnbers in non-onion busi-
ness enterprises. A nnmi.)er of elementsot6;:lieeivtlie4ages of vomen depressed:'
.1:rick of protection under collective bargaining rigreements,. le negative 'effect

7 of so many women wanting work; who but of desperation it job will settle
for low-paid, dead-end 'jobs; an,d..the repeated cycles of economic recession
which, with frightening regularity, wipe 'out gains made by women between, .
the low pointa of the cycle, . : . . . .

Affirmative action progranis help to ameliorate the worst abuses in discrimi-
. nation. But, within the' framework of limited ontrfloyment, recessions,..-and ...

lame-numbers of women.. workers' coMpeting for traditionally 'female" joloi,
the gains will continne to be marginal. Equal ipportunity laws must he bol-
stered by a cOnstant enlargement of employment.-opportunities. We must
develop a coherent, planned approach to achieving this, or the struggle for ,
equal rights will result in small gains for women and minorities with contin-

,- ued frustrationand deeper despair.
. .IR the past year, "last hired. first -fired" has become a red-flag phrase to

, many .women 'and minor y men. Under the seniority principle, last year; 600
women were laid off at t e Ford Motor CompanY, aad 400 at General Motors.

.

This comprised' nearly al the wOmen who had been hired in recent years
through affirmative action. OVer 300,000 women, or 11.2 percent of all women
workers, as cOmpared with 7.7 percent of all ,Ineli workers in the durable- goods
manufacturing sector lost their jobs last year.

Bona fide seniority syStemseonwit. be tipheld and preserved as the only yit .

security working women' and men-have. But this does not mean that affirma-
tive action gains achiPved Over .five or six years . should' be wiped out in a
matter of months.

. .

it. creates- destructiVe" conflict o . r a shortage of jobs, pitting men against
"Trading off" betW(In affirmative action is unacceptable since

women, whites against blacks and other minorities, and placing the burden of
recession On the people least able to kat. it.

DISPARATE EFFECTS.OF UNEMPLOYMENT

In 1975, the official unemplovnent rate soared higher than at any time since
the .Great Depression.. The number of nnemployed averaged 7.8 million, but
during thee year, many more already discouraged: job seekers were affected,
Millions of, employed workers felt a .grow1ng sense of insecurity. Fer women,
minorities and young people about to embark on or to resume careers, the
economy looked like it lifeboat with no empty seats.

In 1976, the unemployment rate for white women is 7.5 percent, for black
women -it is 10 percent, for minority 'teenagers, the rate is 35 percent, while
for whitemales, the rate is 5.1 Percent. Women comprise 66 percent of, the
estimated700,000 discouraged workerS,and millions of pUrt-thne women work-
ers who need and want full tiMe job's are unable to acquire them. Older
people, those with physical and mental handlepps and many homemakers are
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told that they don't belong in the labor market at all. What these inequities
mean is that a recession for some is a depression for others.

Past economic policies have ignored single, separated, widowed and divorced
women and the four million children who live in families headed by working
Women. Moreover', those *Aides have not acknowledged the necessity of the
working wife whose families .would simply not be able to make ends meet
without the additional incomes. .

NOW believes -that in order to achieve full employment and equal opportnni-
ties, special measures will be necessary for these disadvantaged groups: Subsi-
dized training prograins to upgrade skills will increase incentives for the
employer and employees to maintain tbe work relationshin. Improved career
and vocational counseling are needed, particularly for .teenagers. Programs to
breatedown occupational barriers and widen women's labor market goals and
opportunities will hcip to end discrimiriation mid more eqUally distribute
wonien among occupations. Special programs are needed to ensure that part.
time work.is an option for those who wish it, and not a necessity for certain
classes of workers. Older women, especially the displaced homemakers, who
are -re-entering the work force or entering it for the first ti»)e, need special
attention. &dal services such as readily available, inexpensive (for the par-
ents) turd finality child care are tbe underpinnings to equal opportunities.

. We need permanent expansion of the public aector to meet the above needs.
as well as others such as environwental protectionmass transportation, digni-
fied housing, medical services awl care of the agingJ History has proven that
the private sector, dedicated to profitable endeavors, is not capable or meeting
the employment and service needs of the AmVican, people withditt formidable
cost to themselves or the public.

FURTHER COMMENTS AND RECOMMENDATIONS ABOUT THE 'ACT

The latest version of the bill has-been strengthened by tbe'nddition of fiscal
and mOnetary mechanisms to ensure balanced economic growth and to control
inflation. While we regret that it does not call 6r price controls -and tax
reform, we are pleased with provisions for sounder planning and coordination
and management of the economy by the executive and legislative branches.
The counter-cyclical policies are also important new provisions. While they do
not address elimination of the root causes of cyclical recession, they construc-
tively address these symptoms.

The grant prograM for state and local governments and the special financial
provisions for assistance to depressed regions and inner cities will provide wel-
come help to areas hardest bit, and create large numbers- of public sector jobs.

An omission Of grave concern is the lack of mandatory controls on the Presi-
(lent and the Federal Reserve Bank. It is extremely important that the
Federal Reserve and all executive agencies and commissions be mandated to
adjust their goals to conform with our national priority of full employment. We
have no assurance that the necessary structural changes will actually take
place. The Puasident could still insist that unacceptable levels of )'minimum
frictional unemployment" be used to fight inflatiou. Furthermore, whether or
not the Federal Reserve find other agencies will be held accountable for their
policies depends on the mood and perspective of the administration.

A case in point hi the integration, improveMent and expansion of youth
employment programs. The most statistically graphic and grim unemployment
problem is among teenagers, particularly in the minority communities, and -we
-commend the authors of this bill fi)r addressing this tragedy. As a word -of
Caution, however, we believe that a piece-meat approach could prove ineffec-
tive. Conceivably, we could have a good youth emplOVment program, and a
good adult program which would be seriously undermined by adverse Acid
policies from the Federal ReServe. High interest rates placing rent, property
and other necessities out of the reach of new wages Would expand the num-
bers of the working poor.

The omisSion of the National Institute for Full Employment removes an
important research provision. We believe that an effective full employment
program will require ongoing research, some of which mnst address the needs
and special employment problems of women, minorities; youth and older
-people. We recommend that this provision be reinstated to ensure long range
success in problem solving.

We are also concerned that there are no provisions or policies in H.R. 50 for
conversion of military spending to financing of peacetime social services. Each
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1 billion dollarit injected into rural or urban development creates approxi-
'mately 20 percent more fobs than does the same 1 billion dollars when put
into military spending. Military spending is expensive and inflationary. We are
no longer impressed by the stockpiling and burial of new ana better weapons.
Instead, we are concerned with the serious lack of social serviceschild care,
medical services, care for our aging and handicapped, education, transporta-
tion, etc. While some countries are able to spend inordinate amounts of their
national income for military purposes while still maintaining full employment,
free medical care, public child care and low cost housing, the U.S. is still
caught in a "trade-off" situation. If we cannot solve the root problem, then we
call for a transfer of priorities to social services with a permanent expansion
of public service employment in these crucial area's.

NOW strongly recommends that provisions be included for citizen participa-
tion in the planning of job programs in local areas. Governors should be
required to hold public hearings to ensure that people can communicate their
ideas on needed human services. The importance of citizen participation has
been recognized in many recent major pieces of federal legislation and surely
is appropriate in this Act which affects millions of United States citizens.

We thank the authors of the Act, and the committee members for their lead-
ership and commitment in the campaign for full employment in the United
States. NOW looks forward to working closely with you in the continuing
struggle to create a just, humanist society which is the goal of our feminist
action. We sincerelY urge your careful consideration of our comments and rec-
ommendations for inclusion during the Amendment process.

z

HON. DOMINICK V. DANIELS,
Chairman, Subcommittee on Manpower, Compensation and Health and .Safety,
Wathingtan, D.C.

DEAR Ma. CHAIRMAN : Attached herewith is a statement of the Public
Employee Department, AFLCIO with reference to H.R. 50. We hope this may
be available for study by the Members of your Subcommittee and for inclusion
in the record of your current hearings.

Many thanks.
Respectfully,

PUBLIC EMPLOYEE DEPARTMENT AFLCIO,
Ilitahingfon, D.C., April 23, 1976.

Jonty E. Cosuaove,
Director of Legislation.

Enclosure.

STATEMENT OF PUBLIC EMPLOYEE DEPARTMENT. AFLCIO. ON H.R. 50. THE
FULL EMPLOYMENT AND PALANCE13 GROWTH ACT OF 1976

The Public Employee Department, AFLCIO represents 29 national unions
which 'have affiliated with the Department on behalf of over a millton-and-a-
half public employees at every level of government.

We endorse unequivocally the statement of March 16, 1976 by our parent
AFLCIO and would particularly point up the statement of April 6, 1976 by
President Albert Shanker of the American Federation of Teachers, which
union is an affiliate of our Department.

As so many have told you, they were heartened by the passage of the
Employment Act of 1946 and indeed it was a major step forward. It has not,
however. fulfilled It. expectations which many of us had entertained. What
has been needed all along and what at last is now before you, with an out-
standing opportunity for American progress, is H.R. 50, the Full Employment
and Balanced Growth Act of 1976. It can bring the hopes for the old Employ-
ment Act to fruition.

H.R. 50 cOmbines the national ideal of planning for job opportunity for
everyone able to work, with practical, detailed action steps to be undertaken
by the Government to realize this ideal.

The country has experienced great changes since the Employment Act of
1946 was enacted. Even more than'then, we are a nation of employees, with
four out of five in the workforetworking on someone's payroll. Accordingly, to
each individual, having a job Is of paramount importance. It is of similar
Importance to the whole society, if we are% to have the mass purchasing power
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which fuels the free enterprise system and if we are to produce as well as
consume. If, on the contrary, we accept that there can be millions of unem-
ployedwhether the alleged purpose is to dampen inflation or whateverwe
condemn society to a partial effort, and to maintaining millions on unemploy-
ment compensation, food stamps, welfare, etc. Unhappily the latter choice
appears acceptable to the Administration. It forecasts unemployment:. 1976
7.9% 1977-7.2%; 1978-6.5%; and only in 1979 and 1980 is the figure esti-
mated to fall below 6%.

We stand with the former objective, that of the Hawkins-Humphrey bill
that we ean slut must reduce unemployment to 3%.

The testimony of the U.S. Department of Labor that this bill would "create
expectations that cannot he met" in seeking to reduce unemployment to 3% in
four years clearly indicates a'trade off when the goal is compared with "price

We'do not believe that tremendous inflationary pressures would 'be
generated. On the contrary, we think that increased Production of needed
goods and servicei, many of them in the public sector, could help us reach full
employment with manageable inflation. Up to this point, in the last seven
years, we have experienced neither full employment, full productivity, nor con-
trollahle inflation.

The record of the performance of the American economy between 1965 and
1975 documents the dismal record of the current Administration and refutes
the suggested causal nexus between achievement of full employment and price
stability. For example, between 1965 and 1969 unemployment averaged 3:8%
while inflation'cdincidentally also averaged 3.8%. During this period real eco-
yomic growth advanced at a yearly rate of 4.6%. During the period 1970-74
the average unemployment level deteriorated to 5.3% with inflation over the
year also averaging 5.3%. The economic collapse in 1975 found the official
unemployment rate soaring to 8.5% while inflation over the year increased by
7%. The historical evidence of the past ten years rejects the naive hypothesis
that a return to full employment (3% unemployed at the\most) will kindle
increasing inflation.

The current recession, the second and most severe of the Nixon-Ford era,
with 8 and 9 percent unemployment, which is far higher if one includes the
underemployed, the uncounted and the partially employed, has been the result
of tragically mistaken governmental economic policy.

The cost to state and local governments of the current recession is enor-
mous. The Economic Report of the President issued in January 1976 estimated
that the lost tax revenues of state and local governments amounted to $27 bil-
lion compared to what they would have collected if there had been only 4 per-
cent unemployment during calendar year 1975.

The Congressional Budget Office (CB0), in its report released in March
1976, estimated th'at for every 1 percent of unemployment, state and local gov-
ernments lose betWeen 4 and 6 billion dollars in tax revenues. Since unemploy-
ment averaged 8.5 percent during 1975 and a reasonable full employment goal
would be 3 Percent unemployment, the CB() estimates amount to a minimum
of $= billion and a maximum of $33 billion of lost tax revenues by,state and
local governments due solely to this recession during 1975 alone.

Further, the Administratiod's officially projected unemployment rates for the
next two years, applying the CB() estimate for lost state and local tax reve-
nues, means that at a minimum another $36 billion and a maximum of almost
$55 hillion of lost tax revenues will be incurred by state and local govern-
ments due solely to recession.

The numbers,are staggering. Three years, 1975, 1976 and 1977 of the Admin-
istration's recession will and have meant lost state and local tax revenues of
at least $58 hillion and at most $88 billion.

The Administration's policy of high unemployment is a policy which reduces
tax revenues at all levels of governmentstate, local and federal. Therefore,
the Administration's policy is one which reduces the quality of public services
throughout the country. It must be realized that 4tie decrease in quantity and
quality of public services and goods delivered to the American public over the
past year is a direct .consequence of the recession caused by the current
Administration's economic Policies.

At current wage levels, over 3 million additional public employees could be
hiredas neededby state and local governments, with the lost revenues and
tax receipts that were not available to state dnd local governments solely
because of the massive recession in this country.
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Intensive difficulties of maintaining Public service in the face of public
employee cuts are evident .from New York to San Diego. The untenable-tinan-
cial position of New York ('ty, with the $112 billion budget and a deficit
nearly $800,000 million, at a time when the last year has seen the city payroll
reduced by over 30,000 Workers with a projection for far more than that for
next year, needs little elaboration. Time magazine, Certainly no pro-labor publi-
cation, last fall surveyed 10 major cities with these findings, in, part :

Los AngelesAbout $40 million in capital expenditureswhich affect jobs in
private industryhave been postponed to avoid layoffs or cuts in public serv-
ices this year. To balance the budget next year the city tvill either have to
trim some services or ag4u raise the property taxes, which went up nearly
10% last August.

DetroitWith unemployment around 23%, Detroit's revennes dipped by an
estimated $16 Million last winter. Approximately 1,500 city workers have heen
laid off, representing 6% of the workforce. The Mayor is .attempting to elimi-
nate another 1,200 jobs through a hiring freeze.

Dallas--To prevent a deficit, the city council recently raised property taxes
by 3.3% and trimmed 225 workers from the payrolls. Alf additional cut of $2
million has been announced for nonessential services, such as reducing city
support for museums u,nd hookmobiles.

BaltimoreDespite financial assistance from the state, Baltimore has
imposed a hiring freeze, and eliminated 800 jobs through attrition. Facing a
$50' million deficit next year, public services are expected to be further -
reduced. -

San Diegoabout 213 jobs have been cut through attrition with plans
announced to cut that many more next year. Pay raises.have been. held to 5%
and the city is considering iMposing an income tax.

The Time survey eases cited here are from some of the great Tetropolltan
areasbut medium and small cities are likewise seriously in tremble,

Subsequent to the Time survey, indeed in April 1970, Detroit's mayor
announced the layoff of nearly 1,200 workers, the closing of 27 branch
libraries, a health center, a museum and a fire station. It is estimated that a
third of tile city's employees will be laid off within* the next few months
yinlesi the city receives assistance promptly.

;One cOnsequence is the need for permanent coverage Of all state and local
government employees under Unemployment Insurance laws.

The general economic policy of H.R. 50, requiring the President, the Con-
gress. and the Fedefal Reserve System to develop actions step to, achieve
national goals with the priority for full employment and balanced economic
growth, is precisely What this country needs. As is universally acknowledged,

' each percentage point of unemployment costs the federal treasury $16 billion.
The loss to state and local governments from each 1 percent unemployment is
approximately $4--6 billion. Both of these losses are too great, but seate and
local governments have .far more difficulties in borrowing to replace lost reve-
nues, as we have seen demonstrated so drastically in New York and elsewhere
in recent months.

We wish the Commiqee God-speed in advancing paSsage of H.R. 50. It would
be difficult to overstate the benefiCial results which we can reasonably expect
from thiti grent, landmark legislation.

Mr. DANIEL H. KRIVIT,
Counsel,
Subcommittee on Manpower, Health and Safety,
Committee on Education and Labor,
q.,s. House of Representatives,
Washington, D.C.

Drufat DANNY : Please make the enclosed letter regarding H.R. 50 a part of
4 'your hearing record on the legislation.

Thank you very much.
Sincerely yobrs,

AMALGAMATED MEAT CurrEas AND
BUTCHER WORKMEN OF NORTH AMERICA,

rh ica go, IU., April 23,1976.

EnclosUre.

5 0

ARNOLD MAYER,
Legislative.Representative.
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AMALGAMATED MEAT CUTTERS AND
BUTCHER WORKMEN OF NORTH AMERICA,

. Chicago, Ill., April 23, 1976.
Hon. DOMINICK V. DANIELS,
Chairman, subcommittee an Manpower, Health and Safety, Committee on

Education and Labor
U.S. House of Rcpresentative4, Washington, D.C.

DEAR MR. CHAARMAN : Our 500,000 member Union strongly supports H.R. 50,
the Full Employment and Balanced Growth Act of 1970. The legislation would
establish full .employment as a basic policy of the United States of Atherica
and would provide a specific series of actions to achieve that goal. Its enact-
ment is desperately needed.

Our nation's greatest problem today is continuing, high unemployment. Frofu
this waste of human beings and from 'this maSs of human suffering stem many
other national problems such as economic Slack, welfare costs and incTeased
crime. Every American, whether unemployed or employed, suffers personally,
economically or socially.

The so-called "improveinents in the economy" which are being currently her-
alded by the Ford Administration and the news media are of little comfort to
either the 11 million Americans who are partially or totally jobless or the rest
of our nation which suffers from the backlash of unemployment. The economic
forecasts of the Administration push the continuation of massive joblessness
into the 1980s.

Nor is high unemployment a recent phenomenon. Since the end of World-
War II, the nation has suffered Tecurrent recessions. Each of these downturns
have been generally more severe than thepreceding one. And in the `:prosper7
ity" which followed each recession, the nation generally had a higher unem-
ployment rate than in the period following the previous recession. .

Once, economists spoke of a 2.5 percent unemployment rate as being full
employment. This was the nation's goal. That acceptable rate haS steadily
increased in the past 25 years until the Ford Administration is seeking a 'rate
of nearly 6 pereent and speaks glowingly of ,an economy in which the official
unemployment statistics show more than 7 percent joblessness.

In actual fact, the official unemployment statistics sharply underrate current
joblessness. MilliOns of wotkerswho ate so discouraged by unemployment pros-
peets that they have dropped out of the labor market and additional millions
who are forced to work part-time because of the/absence of full-time jobs are
not Counted. Some 10 percent of the U.S. labor force is partially or totally
unemployed today.

The Amalgamated Meat Cutters and Butcher Workmen (AFLCIO) consid-
ers II.R. 50 and its reforms to be the most important legislation to be consid-
ered by 0:ingress in recent years. It is landmark legislation which is important
for the welfare of all Americans who want and need work. The goal which It
would achieve is vital to every aspect of American life. ,

Our Union stronily urges the Education and Labor Committee to report
H.R. 50 speedily to the House of Representatives and for the House to
approve it.

Sincerely yours,
.

PATRICK E. urORMAN,
International Seeretary-Trrasurcr and' Chief Executive Officer.

JHAMBER OF COMMERCE OF THE UNITED STATES,
Washington, D.C., April 26, 1976.

Hon. DomISIcK V. DANIF.t.s.
Chairman, Subcommittee on ManpOwer; Compensation and Health and Safety,

Committee on Education and Labor
House of Representatives. Washington. D.C.

DEAR MR. CHAIRMAN : Attached is a statement exPressing the views and rec-
ommendations of the Chamber of Commerce of the United States on ILR. 50,
The Full Employment and Balanced Growth Act of 1976.

We will appreciate your consideration of these views and request that the
statement be made a part of the hearing record. .

Cordially,
HILTON 1/AvIS,

Genera/ Manager, Legislative Action.
Attachment.

5 1.
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STATEMENT
on

FULL 101PLOYMENT AND BALANCED GROWTH ACT OF-1976 (H.R.50)
for submission

MANPOWER, COMPENSATION, AND HEALTH AND SAFETY SUBCOMMSTTEE
of ihe

HOUSE EDUCATION AND LABOR COMMITTEE
for the

CHAMBER OF COMMERCE OF THE UNITED STATES OF AMERIOA
by

DR. POL. A. REARDON*

arid

THOMAS P. WALSH**
So- April 231976

The National. Chamber appreciates thr opportunity to present its

views on H.R.50, the "Full Employment'end.Balanced Growth ACt of 1976,"

dated ?larch 10, 1976. The major intent of this.bill is to achieve, within

4 years of enactment, thrgoal of full'employment for. all adult Americans

able., willing, and seeking woik. Full employment ig construed as Consistent

with an unemployment rate of notgore than 3 percent.

Chamber Position

The National Chamber supports,the intent of H.R.50. In human terms,

it is distressing if-one.job-seeking maT4or woman is unable to fin4 Uorlc.

Moreover, business prosperity and.high employment are mutUally dependent

conditions. UneMployment and infAtion depress businese sales and profits,

and pOstpone business expansion --Oantessential measure in making jobs

available for an ever-larger workforce.

However, while we support the aim of full employment, we recommend

that this bill not be enected. .

We are convinced that it would.abort the current recovery and could

cause greater unemployment than we have recently experienced. The inflation7

recession now burdening the economy occurs partly irom gOvernment attempts

to achieve theopposite through aggregate economic measures -- high employ-

ment without inflation. The measures set forth in this bill would ultimately

ha/,/the same result more inflation followed.by still more unemployment.

*Economist, Chamber of Commeree of the Ueited States .

**Executive, Education and Manpower DevelOpment Committee
Chamber of COmmerce of the United States
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We believe H.R".50 creates expectatione that cannot be met in any sense

of practical reality. .Though no responsible segment of American society'

opposes a public policy to minimize the risks of unemplOyment, the question,.

before us is how tominimize the.risks of unemploymentwithout sacrificing

other desirable social.and ec;nomid objectivia, such as the increase in

our national standard of liVing, our abilitiesto compete with other"nations

in,the world, and the inhereni right of individuals to partiCipate in the

economic decisions affecting their lives.

In England; national planning has 'produced low economic growth,

staggering inflation, and now high unemployment, as this statement notes

later. Only in nations where strict economic and social discipline

has replaced economic and personal liberty has government planning

eliminated unemployment, and in these countries the cost.in hum4 and:pcbaopic

terms has .been severe for the Vast*ijority of.their citizens.

U.R.50 pres.umes that through S variety of governmental actions,

unemployment can be reduced- to 3.percent without other undesirable con-

aequences. This is not possible, and the American people must understand

the many implitationi of pervasive governmenr intervention in our economic

system.

The Bill's Major Provisions .

'The President wonld transmit to the Congress an Economic Report not

later than January 20 each Yeall-This report would include annual numerical

plans.for enployinent,ptoduction, and purchasing power designed to achieve

full eimployment. '

In conjunctionlWith the Ecoeomic Report, the President would

also,transmit to the Congreas a Fall Employment and Balanced Growth Plan.

This plan would propose; in quantitative andlualitative terms, long-term.

national goals for full employment, production, purchasingpower, and

other priority purposes.. It would include the number of jobs to be pro-

vided adult Ameridans to reduce unemployment to 3 percent.

*.

7.
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Persons employed wOuld do work "that would nototherwise be done,"

They would.be paiid4he.highest of either the minimum wage under the Fair

Labor Standards Act, the state or local minimum wage; or the prevailing

rates..ofjmy.for Persons employed in similar Public'occupations. In the

case of perions perforaing work "of the type" tO which the:Davis-Bacon

Act.applies, the'lrevailing wage would be determined by that Act. .

. TO prOvidethe necessary number of jobs to achieve the full employ-

ment plan, the-bill would establish a. Full EmplOyment,Offide within the

epartment,of Labor, .This,offiCeirodld develop'reeervoirs oflederaily

operated public employMent*ojects and pfivate nonprofit employment Pro-

jecte,approvecllbythe Secretary of Labor.

t When' ihe economy is subject to excessive strain, priority expendi-

tures in. the Full Employment and Balanced Giowth Plan wOuld be maintained.

Less important expenditurle might be reduced, or,taxea raised to balance

the4ederalbudget or creitte.a surplus under conditions of full production,

employment; and'purchasing power.

The Board Of. Governors of-tie Federal Reservd:System.wouldtrsosiit

to the Preaident and the Congress ati independent stat4eenteetting. forth

its,intended.policies for the year and the extent to which these policies.

'supportthe Economic Rtport and the Pull TmPloyMent anclhalanced Growth Plan,

and.a.full justificatiOn far any substantialvarlations. If the President

deterMines theie polities are inconsistent with the fullremployment objec-

tiveti, he would make recommendations to the Federal leserve Board- and the

,Congress to insure -"closer-conformity to thepuri,oses of this Act:"

.Arr Advisory Committee on Full Employment and. Balanced Growth would ,
,

be eatablished, representative of labor, induetry, agriculture, consumers
e

.and the'public at large, tO furnish advice and assistance to the Couneil:of .

EcOnomic Advisers in the preparatiob and review of tbe EconemicitepOrt ahd

Full EmploymeAt -and Balanced Growth Plan.

PARI I -- EMPLOY:MST ASPECTS

Cost of Government-Created Full Employment

'To reduce the national unemployment rate to the proposed target of

3 percent, the federal government'would.have to rely primarily on a massive

4 -'
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pubfic service employment:(PSE). program or public.vorke program, or some

combination of the two, with perhaps supplementary projects invt.lving sub-

idiesto employers in the private sector.

BaSed on current levels of unemployment and average cost of $8,000

for each PSE job, it would cost $34.biilion to fund 4.3 million jobs to bring

the rate Of unemployment down to 3 'percent:, If growth in the economy con-

tinues as expected over the next 4 years and Unemployment drops to nearly

5 percent, it would still be necessary to fund2 million.jobs at an average

cost of probably $10,000,or'total coat.of.$20 billion.. The actual ,cost;.

might he nearly half again this much since.the bill mandates puhlic jobs.at.

the prevailing wage, and the median individual.incoMe today is $12,500 for

men employed.
.

To.the extent,taxes aie raised to cover the additioal expenditure,

consumer purchasina,power).s,diminished, which in tura affects private em-

ployment. And to the 'extent ehese.jobs are financed through additional
.

public debt, there is created a further:stimulus to inflation,.whiCh also
.

diminishes purchasing Power. Therefore, regardless of the.aethod of financ-

. ing PSE jobs --.whether.through raising,taxes or incurring more. debt -7 the

expenditure retards the growth of other employment.'

In addition to the job loes'itom slowing the growth of the Private,.

economy, there is an additional job'loss through the demonstrated-tendency

of state ,and local governments to substitute federal.,funds for their own

payroll fund!. ,,Severai 'studies put thierdisplaceMent effect as high. .as,

50 percent. This indicates that:every 100 federally subsidized jobs may

actually add only 50 jobs. At this .rate, the cost of reducing the tinemplOy-

Ment to 3 percent would be doubleMe.above estimates.

While H.R.50 would also provide job opportunities, for youth, ihe

bill introduced on March 10, 1976 is silent, on an employment goal foi youth.

If we assume that "adults" means persons aged 20 and above, as in,

tablulations prepared by the. Bureau of Labor Statistics, then nearly $25

billion woUld.be. requiied to.establish 3,100A00 jobe to reduce adult un7.

employment from the current rate of 6.4 percent to 3 percent, assuming the

more conservative cost of $8,000'per job. If "adult" Means.persons who

5 6



have reached the legal maturity age of 18, then the number of Jobe and the

'exiflenditure required would be substantially increased. .ind,,of Course, if

."Adult" meant% youth aged 16 ind over, as reported by the House Equal

Opportunities Subcommittee, then a still greater expenditure is necessary.

Another Important matter to consider is that the wage or ealary is
*

'only part -- sometimes a small part -- of ibe.tetal exienditure,necessary to

maintain a worker. !A sizable investment in facilities', egdipment,'and::

supplies is also:required, and the cepital forMation.for;thisinvestmept

Must be.added to the total public expenditure in a governMatt-created Jobs

program.

Advocates of government-created jobs contend the high cost of such

a program is overstated because of failure to take Into account the $2(T.

billion now paid to laid-off workers drexAng unemployment insurance (UI)

beilefite, and benefits paid to persons on welfare. It is argued.these

expenditures would be drastically reduced if more people were put.to work

on government-subsidized Jobe.

-.Experience, hoWeVer,saMggests the savings Mould be modest.

Preliminary data indicate'tbet of PtE workers hired undet Title 171 of the

Comprehensive EmPlOyment and Training Act (CETA), Only 15.percent were

formerly on AFDeor other public assistance rolls, and 12 perCent were formerly.4,

drawingjl benefits. Since there is some duplication in these figuree, probably

only one PSE,worker.,injive was receiving5one or 'both benefits at the time he

or she waslifiedlculatiori of eavings, or net'Cost, must be.scaled doWn

accordingly'nelasi.thiedministration of DI, AFDC, and Other public

asaistance prOgrame is changed eq that a person becomes ineligible

for future benefits if he turns down a job. We see no such stipule-,

tion4n ihe Proposed.legislation, though a purpose,of Title II is

to Mandate improved integration of income maintenance.progreas and full

employment policiel. 6

- Reduction in net cost resulting from the workers' federal income taX

payments would amount to lees than 8 percent of the total cost, based.on a.

family of four using the standard deduction.

Employment and Capital Formation
4.

While we must always be concerned About improving job oppOttUnities

for the unemployed, it is useful to keep in mind that 56 percent of working-

-
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age persons hold jobs today -- a level higher-than. ever, even surpassing

the economic-growth years Of.the early 1960s, when,unemployment often.dipped

below 5 perceOt. This is clear evidence of improving labor market conditions.

It is important to note that between July 1975 and January 1976, the'

7-month period when the Senate passed and the President vetoed another job-

creation bill, the "Public Works Employment Act of 1975" (H.R.5247), total

emOloyment increased by 1,227,000. This is more'than twice the most optimis-

tic estimate of the number of jobs this bill would create, and without in-

curring the $6 billion additicaal tax or debt burden it authorized.

Although total employment hss reached its previous-record level of 86.3

unemployment remains unatceptably high hecause the number of persons

Seeking work has been increasing even faster than the number landing jobs.

Few people realize that for every'100 householda, there are 150 people

working. This is for households with heads under 65, and, of course, some of

these jobs are low-income or part-time.

The Jobs-per-household figure nevertheless has relevance to,this

'legislative proposal. Two ormore workers per household is a form of un-.

, employment self-insurance. If one employee in the household is laid off,

some household income maintenance is provided by those who continue to work,

plus the tax-free unemployment payments usually received by the persori laid

off.

The growth of the workforce will continue apace. Ifiqhe next., years,

another 1.6 to 2 million jobs must be Created every year -- in addition to the

number necessary'to reduce the current highievel of unemployment. Since it

now takes n average investment of $40,000 to sustain a.Workerin a job, con- '
f---

ditions ran be' created under which savings will increase faster fOrmore in7

vestment in many critical areas.

The 1976 Annual Report of the Council of Economit AdYisers summarizes

a Department of Commerce.study of the nation's needs foi capital in this'

decade. It is estimated that an additional $190 billion in business fixel inveic-

tent would be needed in the 1970's if the nation is to provide capital for

greater energy independence and pollution control. The study toncluded that

the ratio of. business fixed investment to ari. may have'to ayerage 12 pei-

,..:cent or more from 1975 to 1980 compared-to 10.4 percent in the 1971-74'

period. And massive investments are also needed in the primary processing

4



,

517

- u

industiles whereahortages appeared:in 1973, in.hearth and safety, apd in
,

transportapoir.

This means we onstcre'ate.4&:econcniiic.climate,that encourages both'

savings and investment. La4e- federal deficits, on th:e.other hand, retard

p ivatt;invesMent'iy'competing L.''funds: They lead tb inflation and they

ift 'funds From caPital formatiOn to present consintiktion, thereby impov-

ing.prnseht'Well-being at'the expense.of future well-14ing.

This ib the wrong Way to increase opportunAties fo perUanbrit, pro-

Iuctive employment.
^

Employment And Inflation

- To restrain inflation, the bill provides for raising taxert:or .

ducing-secondary.programs. Programs with prioritystatunCwouldLbe:xpintained.

Thia could mean that the allocation of.resources would increaSifigly be de-.

ternined in the political process rather than. in .thb marketplace:r

If labor-intenaive economic activities were givUn high'paoritea tin

such an intervention, then the rate of groWth.of the economy and total'emr

.plOyment would be retarded.:. Experience showa that:when any sector (labor

intensive or riot) recei;res speciál.high priofty treatment by governient,
*

excess capacity and surpluses.anDear in later years end or:employment rises

Era a painful structural'cdrrection takes.olace. Government has'never..demon7

strated an abiilitv to allocate investment exoenditures.better than 'the mariet-

We would prefer a reduction in government expenditures to an 'increase,

An tax--levels to reduce in4lationary preaaures that build up when the e4oncinly .

is operating near full production. Government at all levels is spending.pt

/ annual rate which.is now more than 35 percent of the Gross National Product,' As

noted.eailier. much of this spending goes into current consumption rather.than'into

capital formation. Reducing government spenditng would not only reduce the

alieady high tax burden on the public, it uti4d encourage the private invest-

ment necessary to providemore jobs for our growing Dabor force.

Raising taxes, on the other hand, would reduce the incentive to work,

save, and. invest. To illustrate our.point: oUtput grew fastest from 1960 to

1973 in 'those Organization for Economic Cooperation and Development (OECD),

nations with the highest-investment shares of GNP.
. r

72-531 0 ..75, 34
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Since the econoty is making a stea and widely-base recoyery, thg.

real policy problem now is to sustain that recovery to assure creation(

of more jobs in 1977 and beyond as well as in 1976. There is a danger hat

oVai stimulation of the economy through large increases in fedhel spend ng

will cause more inflation, dampen investor confidence, and impede the ate

ofjgcovery-in 1977.
. -

We look to the investment sector to sustain the economic growth rate

the economy has now attained. Investment decisiOns depend on sales and pro-

fit expectations, which in tura rest.on the cost Of capital in.terma of in-

4.terest,rates and comMon stk;j4Ces,:and these capital nokts are directly

influenced by inflatinn raigg,. A higher rate.of inflatIOn cAdd.interrupt

the process of' economic recovery by darkeningthe investmept.n4loot-- as

well as by adversely.aUecting the.real.incomes or.ftllonSiesets,,p jf thie
.

were to happen, the people this bill is intended to hg4.13 would 6Avimong

those Mitt the molt:

Ott Ooncernobo heinflationary,impact.of this, supported

by altUciy' COmpleted last Novgmber by the Congressional Research Service .of

the iibrarylof Congresg'titled, "Putlic Service Employment to Achieve a 4

.PerIzent Unemployment Rate." The study's conclusion is instructive:

By the end of 1977, with the elimination of
virtually all excess capacity, severe shortages are
likely to be common and the resultant rate of infla-
tion Could be above 10 percent..

In terms'of the labor market, it should be
recognized that 4 percent represents a rate of un-
empltyment that the 11.S.nconomy has rarely achieved
yith its highly mobile labor-fOrce. The effects of
a.program to attain such a lOw rate.are likely to be
twofold: difficulty in recruiting skilled workers
for critical tasks, adversely affecting productivity,
and major increases in wage.levels which, though
justified by continving'price increases, would none-

theless greatly accelerate the inflationary spiral..

It iS true that some of the pro6lems which
would accompany the effort to reech.4 gercent un-
employment perhaps could be contained 91 other legi-
Slative measures. The effect of higher interest
rates on the housing market, for example, might be'.
offset, by some type of subsidy to the housing in-
dustry. The higher interest rates for capital .

,
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borrowing might be mitigated by a Federal measure
directing allocation of available credit. The in-

flationary pressures on wages and prices might be
limited by reimpOsition of wage and price controls.

Each of
ibe liousing sub
may prove an i
try. A system of
human judgment
nothing of

that would
of credit toa

aeures, however, has its costs.

add to the Federal deficit and
thod of reviving the Indus,

redit allocation would substitute
t.the impartial marketplace, to say
operable administrative difficulties

d. To simply mandate an allocation
ific sector would have the effect Of

decreasing the available supply of credit to all

other sectors, forcing these interest rates still

higher. A wage and price control program can on
'occasion serve limited goals, but a continuing
program, as demonstrated by the 1971-1974 experience,

leads to distortions., shortages, quality deteriora-
;tion, and.declining acceptability by the public.

Thus, a program to reduce unemployment,to 4
percent, while attractive and highly desirable in

light of today's excessively high rates of unemploy-
Ment, wouid seem to require such a strong dose of

econolic.stimnlation that its many aide-effeCts could

easily lead to equally damaging consequencea.

While this negative'conclusion is based on reaching 4 percent in one

year instead of 3 percent in .4 years as proPosed in H.R.50, it is ilso

based on certain optimistic assumptions. One is'that each government-created

job is a net.addition to the total number of jobs in the economy. In reality,

as the study notes, there is evi ence of a 50 percent job slippage as federal

funds are substituted for state nd local funds,'as observed earlier in this

statement. 'A 50 percent offset eans'the iross cost of the program could be

douhled, and the negative effetJs in the study's findinis exacerbated accordingly.

Lessons From Great Britain's Exterjence

For the past several years, Great Britain Ilse eaperienced worsening in-

flation-recession as thelkovernment has actively intervened to avoid both.

Just last month Prime Minister Harold Wilson's Labor Government ,

announced large cuts in its spending plans. This is part of a broad assault

NI
the country's soaring public spending and national debt, which have pro-
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duced an inflation rate of 25 percent. This about-face reflects a belated

awareness that government7designed full employment measures and ambitious

social welfare programs are cr piing the economy.

According to Denis He ey,'Chancellor of the Exchequer, public spend-

ing was.rising to the point wuere the taxes needed to cover it would erode

....the will to 'work." A British worker ieceiving a weekly wage of $125.00 now

pays 25 percent of that wage to the government, whereas just 15 years ago

he paid 10 percent. And Britain's Labor Government cannot look to the rich

to ease the worker's tax burden. As related in the New York Times, wealthy

Britons pay some of the highest Axes in the world -- up to 83 percent on

earned income and 97 percent on unearned income. To tax away all income

over $10,000 would yield the Government nnly $800 million.

Other consequences of the high public spending have been sagging

economic growth and an unprecedented budget deficit that increased over 300

perFent between 1970 and 1975. A C-omparison with our own debt history is

disturbing, since ihe United States has had deficits in 15 of the last 16

years.

Surely we must consider Brftain's exPerience carefully before

embarking on any new massive public spending plan,.and this includes plans

that have the worthy aim of achieving full employment.

Significantly, only one of Britain's 16 sectors will have a esub-

stantial increase under the new economic plan, and that is private industry,

because during 30 Mire of public spending growth, industry has been shrink:-

ing. "If we want to regenerate manufacturing industry," Mr. HIpley is
A

quoted an saying, "then we must leave enough resourcee free from public

expenditure."

This is excellent advice from Britain's Lphor Government.

Recolrendntklas

publir.pervi(e Emplpyment. The National Chamber supports n limited

PSE program thnt directs Joh-creating nii I tiIne tM peraons and areas In

grentest nerd: kends of households who are unemployed 15 weeka or longer,

who have no employed spouse, and who reelde in arens with an unemployment,

rate of 6.5 percent or more for 3.months. These lobs shvuld fill unmet needs
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and avoid:6mpeting 50.411 employment ih the private sector. The ceiling of

the wage or salery should be the "Lower Family Budget" established by the

rureau of Labor Statistics'-- about $9,000 Jor an urban family of four.

Our opposition to a vastly expanded program stems from the Conviction

that it will have the,effect, of Creating still larger government deficits

and more recession-breeding inflation, resulting in.rising unemployment in

the private economy equalling or miteeeding thl number of created government
5

.jobs fpllowed by yet Mnother round'of federal government exemnditures

to create more jobs and ceusing still more private unemployment.

'Supplementary Public Setvice EmplOymeni. Since a conventional PSi

program' is exceedengly expensive, it must be limited by the indicated

criteria in4brder tom's:Ad competing unduly with funds for ibvestment

the privetel sector. The limited nature 6i this program, however, Means or.st

some persons will remain jobless during a period of i4ith unemployment. The

ubcommittee might, therefore, considei a supplementary PSE,pikot program

that irould pay somewhat less thpn the mipimum wage, along the lines sugeested

by Federal Reserve Board Chairman Arthur Buins and endorsed recently by

former Counttl of BcOilomic Advisers Chairman Berbert Stela.

While the Chemg;r:has no policy position on fir. Burns' Proposal, we

belle4e it merits cobsideratiqn,se a means of provid14 productive work and

.income, and the wage restriction wOuld help avoid pppanding.PUblic jobs a;
. 4

the expense of:pri ndustry. It wouldralmo permit csignificent reduc.-

tion in unemploy lAvo ranee? (UI) snd.other trenafer paymenfs promided

beneficiariee -f transfer payment'programs.biehme.ineligible, for

future benefite'enlbeing offered one of these jobs.

The jobs could be targeted.to youth, since almost halt of the unem-.

ployed are under /5, and especially to youth in the cenerel cities. Thd

,program could firet be introduced in about 10 cities, to test its effectivo-.

pees and provide eitpertence in ways to improve Its edministratibn,,if a

national program,appeais werrented.

Older workers would also be' eligible to participete, and at this

salery level thoee with families to support would !atilt° eligible for

various foris of public assistance.

523
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Experiencemay show that few persons want these jobs. Studles by

Martin Feldstein of Harvard University and others indicate that a high

proporxion of unemployment among young people stems as much from a loose

attachment to the labor force as from'a lack of jobs. They work for a short

time to accumulate spending money and then quit, knowing they can usually

find a similar job almost any week they need one.

0*"1.11°,,'
. A main purpose of the pilot program would be to test the "noterROV,-.

for low-paying community service jobs, end in the process, to learttheei-'4

tent that the unemployment rate is a result of an absolute la4:of:jobe,'and.

thE extent to which it stems from a casual desire for work. II the:jobe A

were available for all who want them, then we could assume Ai Oerso1s%
-!1still out of work are voluntarily unemployed.

The above two recommendations Contrast with'H.R.50, which madrates

Davis-Bacon standards'of pay for "work of the type" to which this Act

applies.

Requiring prevailing wage rates -- whether they be Davis-Bacon or

otherwise -- for a large-scale public jobs program would cause a shift of

workers from the private sector to the public sector, eopecially among middle-

and lower-paid workers. Government salary scales are highqr than private

salary scalee for jobs at this level, and vacation, retirement, and other

fringe benefits are much more generous, 'Here again, we would have a sbb-,

stitution effect with erloua slippage in the net increase 11 employment,
.

whIle ift the eaMe time imposing a substantially increased tax burden on the

Another consideration is that a large-scale jobs program paying

prevailing wage rates of $8,000 to $12,000 or more would draw many persons

into the labor force who were not previously seeking work. This occurrence

would rapidly escalate program costa, with much of the additional expenditure

going to persons with a marginal propensity for work. It aleo compounda

the difficulty of achieving a sustained reduction in the rate of unemploy-

ment.

liE Limitalyn. 'The Ul program aerves a mOilt useful function of pre-

serving adesfrabl'e. degree of.econof;mc freedom for the unemployed to seek out

employment of'their own choice. Benefits range from $65 to $165 a wk, ere

untaxed, free of all work-relatedcosts, ab4 paid for as long as 65 welt,: In

'

'
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many states, little or no job search'is reqUired for receipt of benefits. As

such, U1 can be a substantial work disincentive. Any large-scale jobs.program

mdst be tied into a limitation of these and other transfer payment benefits.

Workers should continue to have their first 13 weeks of unemployment

free to spend full-time seeking employment. After this TerimPand on being

offered a pdblic service job, their eligibility for continued. bengfits should

.celse aftez a grace period of a.few weeks. Only 1n this way can there be

realized'the savings essenzial to offset some of the costs of the pkogram.

Minimum Wage Differeetial. The National Chamber has CSdsistently

aupported a minimum wage for youth that would be less than the statutory

minimum wage for adults, similar to the student differential now in law. The

econOmic value of a person's labor can best be determined by his productivity.

If the legal minimum is substantially more than is justifi,ed by the value of

the s rvice relativa to demand, then employers will tend to substitute capital

for la or, or abolish the job.

'mployment opportunities for youth could be further expanded by recog-

nizing that their level of maturitv4 iuda.ment. and aroductivity rarely warrant

the same pay as an experienced adult worker. .

Job Vacancies.. Since public service jobs are deemed necessarY because

of a shortage of conventional Public and private lobs, 4he following labor

market information becomes essential if this progTam is fully to serVe-its

intended purposes:

- - How many Jobs are available throughout.the economy?

- - What are their pay scnlea. and skill requirements?

-- Where are they located?

- - What kinds of jobs are most difficult to fill?

Answers to these questionn, along with related information on worker,

.1agations and skills, would help the Congress and the Administration deaigl

ea service jobs program that sliPplements, rather than competes mith,l-

'Air/toting job opportunities. The monthly job vadancy series which was termi-

;..hpled in 1973 should be revived, and as much publicity should be given to the

:'.4johvacancy rate as is now given to the unemployment rate. Unfortunately,

labOr unions have opposed job vacancy data apparently because they fear

knoWledge of vacancies would weaken unemployment policy. .

525
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The "Silent /nvasion." The'Chamber recommends that the Subcommittee

carefully etudy the issue'of the extent to which illegal-aliens are displac-

ing citizens from gainful employment and otherwise detracting fro- the strength
of our economy.

-Estimates of the number of illegal aliens in this country run from

4 to 12 million. The Immigration and Natenalization Service (INS) estimates

there are 7 to 8 million illegal aliens with well over one million holding

jobs.

Leonard F. Chapman, Jr., Commissioner of INS, advised Congress as,

early as September, 1974, that "the IMmigration Service could make avail-7

able in a few months a million jobs for unemployed Americans" if given ade-

quate resources. He estimated that an additional 2 or 3 million jobs tou14.,:v

be opened up over the next 3 ot 4 year's. In short, stemming the rising floOd

of illegal aliens And replacing working illegal aliens with unemployed

Americans could.substantially cut unemployment, according to Commissioner Chapmans

predidtions.

/H,Chapman also destroyed soMe of the myths surrouhding this pro-

.blem.:.The.j4s held by illegal aliens are not all low-paying agricultural

en1ante8 by legal residents. Of the one million jobs he referred to,
. r.

'iore than one-third at:e in industry. The Immigration Service has apfirehended

many'illegal aliens wOrking as painters earning nearly $1.0 anhour, dry wall

'installers emrning.nearly $9 an hout,-and carpenters eqrhingto?er $7 an haut.

While we are not unsympathetic to the needs ot6e.:poork the

world and those aliens illegally in this countrrp,we:urgejhis._Subcolimiftee

to consider the magnitude of this pioblem the%'080:ter

aliens are occupying jobs needed by unemployed Amery0:Ipi,aremvading'cit'ilhdet;-:

paying taxes, burdening our welfare and social serviicrilanddver4ely,prfliect-

ing our balance of payments Ahrough the dollars they"ipeill,td ihc"ir-hoMe.countries.

Even discounting some of the INS estimates, 4:meems:51tar,:that we

could significantly resolve our serious unemployment probleaef.si*Oly by

vigorovly enforcing our immigration laws, especi114 when:14e,consider that

ihe number of illegal aliens is rising by 225,000 annually.,

MangoWer Training. The Congress should'contiliue,Ats support of CETA,

the Comprehensive Employment and Training Act. This.f.icat,effort to decentra-

lize and decategorize national programs is providing the.iinticipated flexibility



in planning and administering local manpower efforts. In a recent survey,

chambers of commerce expressed a strong preference.for the CETA approach

over the former method of eontrattini with the Department of Labor in

Washington for individual program funding. The local manpower planning

councils are far better able to design on-the-job training, classroom train-

ing, and work experience programs for youth that are most responsive to.

local employment conditions. The National Chambe will,offer recommendations

during the CETA Oversight Hearings to further impro this training, and

employment program.
//

Career Education. Too many of our youth spend th first few years

on leaving school going from job to job, learning the k d of work th6, want

to de and gaining the skills necessary-to begin advanc ng in,a career, This

.job exploration and its resulting high turnover of young people in jobs con-

tributes Significantly to youth'unemployment.

Job exploration and development of career interests should begin.

much earlier while atudents are still in school. The career education con-

cept, which includes vocational education, rpsponds to [iris need.

.As early as the lower elementary grades, students begin learning

about the many different ways people earn a living-. This is followed in

the secondary schools with career exploration, in which employerR visit

schools to describe their company's operations, and students visit offices

and work sites to learn first-hand !he nature of varimis lines of work and

the education and training necessary to qualify. .Many students perferm

work tasks for school credit and sometimes for pay in'school-business

cooperative education arrangem'ents. This experience helps aveid the usual

floundering the first few years-after leaving high school or college because

the student is better prepared to enter the,world of work and adance in a

trade or'Profession.

While career education will not solve the unemployment liblem ft

will help reduce that portion ef youth joblessness that stems from a lack
4

of career ohjectives and the resulting casual attitude toward

The 'National Chnmber several years ago endorsed the career, 'educa-

tion concept and haa testified in suPport of federal expendiiures or

developing pilot programs. We also support.H.R.11023, rhe bill ly,

introduced by Mr. Perkins to accelerate the implementaqoq of career education:
4

4
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PART II -- NATIO*. ECOVOMIC PLANNAG ASPECTS
. -.

These'comments relate to Titlej.of H.R.5(41)1 "Establishment of Goals,'

Planning and General Economic Policies". Beddirse-this bill,yould be so

important to the lives of 215 million.Americans,.we believe^its proposals

should be.subjected fo thorough analysis and its implications carefully

considered before action is taken.

We share the Committee's desire to improve national economic policy

by increasing Congress' ability to evaluate ongoing and newly proposed

policies and programs in the context of their lOeg-term effects.and by direc.,

ting more attention to the interactions among existing federal policies and

and programs. However, the national economic plenning.proposal in H.R.50

is the wrong way to improve national econoMie policy, primarily for these

three reasons:

4

(1) Implemen'tation of the planning proposal as written would cause
.

serious inflationary.pressuret within a very short time, thereby Creating

the conditions for another recession and for a return to wage-price controls.

(2) The prOposal.wOuld enlarge the role of the federal goernment

in the economy at a time when many people are disenchehted with the seemingly

inexorable growth of federal spending, taxes and other manifeitationa of the

growing federal government presence in their lives.

(3) The proposal does not adequ'ately consider the implications

of its major provisions. For example, there in good ieason to believe

_that the bill's attempt te make abstract national goals explicit and con.;

crete would fail. In specifYing a group of national goals the bill 4

presumes a consensus which does not, 'in fact, exist.



Zffeot of Inflation.
:The natiooal economit plan proposed in the bill would eventually

4
produch intlation by discouraging the monetary and fiscal policies.netessary

to combat irrklationary pressures and by increasing the magnitude nd Variabi-

lity of the federal government''S impact on the economy. There is'he Ifnp11.-

cit suggestion in the planning proposal that inflation results mainly.froin

supply factors and the decisions of suppliers. Little attention s given

to the role of federal deficit spending and excessive increases in the

supply of money as sources gf inflation.

.
The plan would fruetrate efforts.to reduce government expenditures

or limit the-rate of growth of the money supply and the availability of

credit to reduce.inflation. Thus the plan, with its expansionary spending

--13.bjectives and iesirictions on anti-inflationary fiical and monetary poi-

wotAd assure an increase ih inflation.

The plan Ligges s programs and policies for increasing applgiestin

19tructurally tight ma eta. To restrain inflation, export licen0f4Atifd
.

be used to i,crewe domAstic sbpplies of certain Abode i4-.S1e'rk'e4ily.

The constraints on fiscal and, monetary policy in comOl.a.tfonigh the

expanAionary character of the.plan vic;Uld open the door to Prt;p4A1S:760wage-

price ccintrols when.ihflation rates.begin to rise'inrAlerably!;','ThWerfecr

runs counter to the bill's.proposarthat the Emplqment Act of 1.44rbe amended

to require in the President's Economic Report: "(7) recommendations for

Omihistrative and legislative actions to promote reasonable price stability

if situations develop that seriously threaten national price stAllity".

Experience With wage:price controlo demoShrates that inflationary

r'itssures can be containedonly temporarily by such measures and, that the

side effeets are hirmful to the economy. Controls impede nScilssaiy increases

in productive capacity; they redirect domestic production into inter.national

markets; they crehte shor,tages of products and services Chat have low rItes

of return on sales.and they slow the growth of employment opportunities.

5 9
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SiMilarly,'itlts not possible to hold crin,n specific inteieit rates

witheut allocative side effects and it is not possible tcr hold down the

general level of interest,rates without generating the conditiOntAfor higher

inflation. Since inflation is a component of long-term interest rates, the'

measures that keepinterest rates low in the short run will increAse them,in

the long run. .

Promoting the Public Sector

f

-

:Section 106'would amend Section 38'of the 1946 Employment Aet and

would constraf; the President's.Budget and Economic Report to consiiitency

with the goals, objectives and other provisions of the proposed Economic

Plan. A ceniral objective of the bill is three percent unemOloyment within

- four years of the bill's enactment. The PresidenesEconomic,Report'Ais to

set forth fiscal policy that would be consistent with the vial's of the plan. '

If high exPenditure levels were deemed necessary, to obtain. Ole ipals, then

taxes wo61d,be increased to restrain inflationarlopreseures encountered at

full production.

'tf.P

The bill goch further; it sets forth the general,yrinciple that

priority expenditures established in Section 3A would .thiet;e reduced, or

would be reduced very little, so long as it is feasible to reducA.,:lese im-

portant:expenditures or to use tax policy to " . . .balance the:fteileral

budget, or createva.surplus . . restrain excessive.eeonomic activity and

inflation. . and. . .contribute to the needed leve.1 and distribution of

purchasing power'''.

Implementaion of this provision would limit the conqumer!OipCdom
..

uf choice. The president and the Congress would often.decide which.MajOr.

ent ::';.
sectorg'of the economy were to be favored and which peP41zed.

the sectors tavured wopld be those specified in'Sectien 104, Section 3A(e).

Governm spending, federaltax policy an0-mbnetstypoIicy would each.be..

actkvely used to implement the Ohjectivesderived from the reordered:4nd'
, -

explisit national priorities contained within the plan.

By substantiailY'raising, the level of ficieral s'pending, H.R.50
4

- would Otve priority to public speilding c?ver private spending. When the
,

a
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. h .
bill further recommends that tait increases ln lieu of federal spending cuts

be used to balance the budget and restrain inflationary pressures at full'

production, t implies a reallocation of rnsources ft:Ola the private to th

public.,sector.
. .

.

.

.Such policies'would increasingly take decision power frotn consumers and

inVestors and give it to the .Congress and the Executive Office. This,

:provision should'he reviewed in the context of the.billis DIdlaratiOn of
,

Policy.whereunder government is.to conduct fts programs and policies:

". . . in manner calculated to foster and.promote free competitiveenter,...

Orise inld.the general welfare . . .

Under other. provisions of the bill, the, President's Economic Report

would also set fortb a monetary policy ionducive to achieving the goals

P
specified in the plait. This would include, among other things, policies.

ofPredit allocation 'that woUld4further weaken the market system hy sub-

stftuting the' political process.for.the marketplace ,in allocating credit. 0

The financial markets are a more effiCientellocative.iiechanism than' the

'..t.)lo

.

C2ngress or the Exec ive OffiCe Assuring ready cre-dit Availability to one

ii.ector of the economy uld mean less credit.availability to other sectorA.;

Such purposeful intervention ih credit markets would likelyhave unantici- '

pated side effccq in other economic sect6r4)...For:ekainple, it would 'in-

,creas'e 'uncertainty in the,investment ourioAtipr.particular Industries; there

by retardingl,inve'stment growth in some industrles while.attempting to increase

it in others. .,

..

H, Jk PnnnAnanq

'The plan's success presupposes some set of explicit concrete

National Goals Onhohich there.is,a national consensue as to content and

rank 4der. SuCh.a consensus does not exist. Even a perceived national

.ft,iority is nOt permanent. Our national 'prioritied change often, in line

with perceptions and conditions. In recent years the nation has been On-

cerned.with double-digi."Ciailatiiincmateriais and food sho'rrages, conai4leri8m,

:''':energy.,fidependence; environmental goals, econoinic in!tabillty, as well as

full eMp!oyment. Any one of these natAonal prlopltasjauik be analy.ted 'and

debated in the context of the others. f'

r
A rhadonlib consensus may,Appear to exist when a national goal is

0
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,stsCeli in abstract terms. But when the goal is redefined in concrete terms

or when a concreteobjec'tive isderived from the goel, and its implications

are specified', it is found that the presumed consensusAid not exist. The'

differenCes must be reconciled in the political process.

It is perhaps possible for'the nation'to achieve the concrete ob-
..

lective of three perqqt unemplokment,within four yeari6f the plan in thie

bill Fete tObe tully accepted and implemented;.but the cost 'would be, extremely

high i';;:te;ils of inflation, unpredictable shortages and surpluses accoMpanying

credit Sitotation, subsidization, wage7price controls, the loss of economic

freedom, the Potential.losi of some World markets, and large increases in

federal_taxes on beth individuals and corporations. One question at issue-

is4whether this goal.is worth;.ille.costs. Another.question inolves alternative

waYs of reducing unemployment without incurring such great costs.

Congress reconciles the differences in political preferences. One

means fosirelipending to changes in emphasis among national pribrities is

thC neF congressional budgeting process whidh we support, precisely because .

this process fits into our unique politiCal.and economic. institutions..

Ecenomy in bevernment

The Natibnal Chamber can endorse the eptrit of Section 105 where

it addressee effidfency and economy.in government. However, it is not yet

established that elficieny:and economy in governmAt requires a ,compre-

hensive planning framework like that established by the "iull Employment and

Balanced Growth Plan" embodied in Section. 104 of the bill. The alleged need

for better management, more foiesight andcoordination within the federel

governmentAs best consideied separate from the broader issue of-national f

economic planning.

The Chamber supports thc ifloc of increasing Congressional foresight

end concern4Fith the long-term e EC...8413 of ite'. actions. But the plan piopoied

in'this bill is not ti -ay to accomplish thie'goal._ It would cause serious

inflation and it would oubstantlally enlarge,the presence of the federal

government in our econlmic and social activities. The bill does not fully

consider the implications of Its proposals.
4
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We:.have appreciated' the opportUnity to testify on the bill. The

Chamber Ititudying bothnational economic planning.and domestic employ-

ment policy. We shali'bm.....happy to coeperate in theee'and future heaiinge

as our own'work and deliberatiOns proceed; and we bepe'Sflat these hearings

will Stimulate better proposals to improve
the procikar'by which oUr nation

arrives at'its long-term priorities.

ConcluiAon.

.The foregoing.arguments in.oppositien to H.R.50,stem from a basis.

difference in conception between the.Chamber and the...kill's sponsors oR hOWI

our economY.,now works, anion how it would work if pi. economic planning-

full employment measures of this bill were enacted. -,11ea41,l believe thet

eConemie prosper1ty is more nearly assured by enabling,eonsumers to-have'

mor0o say, iaehek4,than less, about where investment should dice place; and

restraining:rathet -than encouraging, government.intnrvention in.fidancial

markets and restinrCeallocation.

- We conclade;that measures
in.support of,economic planning Snd full

employment,, as Set forCh.in this bill, would produce st best only a temporary

imprOVMMent in economic activity, followed Aby M'tesurgence"of inflation and

recesSion-caused higher-uneMp/zyment. The beet policy'for more nearly

achievtng a long-term 'solution consists of,mmderate fiscal and.mopetsry

policies andkemploYMent-creating measures-tailbred
to the structural nature.

of much of our unemployment. .

.

.-SinCe we share the common aim of providing more employment.for all,

we hope that froM our discussieSS there will emefge understandings' that

foster progress toW'Srd-this end.
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PliEPMIED titATENIEht,OF E. STANIASS RITTi:NIMUSE; LEGIBLATII,'E AIDE,
IAniarrY LOBBY

8.

Mr. Plialrimin And Members if t he, Committee I nni.E. Stailley Ilittenhonse.
Legislative Mile .of. Liberty. Llibby. I apPreciate _this opportunity to submit for
the record our stirteinent, representing the views of Liberty.. Lobby's nearly.'.;
25,000-inember Board Of Policy mid alSo on. belmlf Of the'aPproxiinately Ipiar-"
ter willion renders of our 'weekly newspaper, the Spotlight. t .

Would y9il fight it forestAire by. iloodinwtlie flameti .wit If ,gasidine?
the approach this misnother, the "Full Minploythent.:*nd Balaileed-' Growth
Act." takes in applybait quackiiire to oni`eeoktanieilbt.

lut. 50 IS -it lice?* to% speml to infinity. The;,priinary (wise of, inflatiolt., and
of the resulting lineniployment from 030110111Y,Witetielt
Spending by the U.S. as implemented by the.Fc.i.keral, IpkerVe. This bill wOuld

. mandnte lind generate the most IllaSsiVie deficit sktitling,,.this. comitrY seen
to dateand this country has .seen. unich,'..Witif?C;dericit of Iniire than.-$900 .

lion.
Inflation'eauses Unemployment.;
Thli, "Five Year PrograPC..Opiottirg. _el4t,*Otrattflt* a Wrirmed,ater

Flre Year Plan the eommunlstsithaVe.,trled. tnAllft*.t0;44.Cars. If lt were not
fOr the West ltnssia would hnye staVyed within. yea* ugo.

50 pass:. the satue emild evi.ntunlly happep:to :meriea., . ; .

In order for government' to spend iiiaSsive .ninountS of funds to guarantee"
employment ,of 97% (If the "wfirk 'force," ,the funds either .:inust come tkoin
taxes,. bled .ont of workers (mi(idle elhSs), oi froni future' generations° in the
frarin, Of debt at high interest. rates. This hill would; mandate, greater 'Spending;
higher. taxes mnd mOre debt,' It is illipossibie,to,speml yourself inTh` prospeiity..
And with the degree.' of efficiency of most government operations, the debt gen-
(Titled w(mki I iè greOter than nay benefits. '.

If.'more .deficit spending. winild answer our ecoumnie woes, our .detleit Of
..more than $000'.billSon mud xnpidly giiing even higher; (45% of the
'(reated ,in the list' seven' years). we should have 1116 fililittiOn. no onemploy-
Meat. a cOnfident econmny mid suet a 'high level. of prosperity -that...the deficit
would be a ,"nlyth." President. Irguklin D. Roosevelt explained this attitude.
toward deficits' with n glib "we owe it td ourselves.' But what we "paid our-

( selves" was more debt, rampant inflation, more unemploynieni.-and Iiiks of COT
fidence in our economy. The "soinelhing fiir nothing" boxs have ruined the
Ceonomy with henry doses .of sociallsni mid its resulting debts.. Now they Jiro-,
pose more of in order .to solve the. effect. This type of. rellsolling.is
I mt Io1, as bh:ipiy has denninstrated th»e mid time again.

Il.lt. 50 would gepernte grenter inflation at it nmre rapid rate
tnrn, would dry bp venture.capitnl.. Venture (apital Is the Money that: is risked.
in uncertain investments combined with an unstahle monetary situation.. With-
dnftwing venture capital would result in lower productivity.

Confidence cilia be legishitml into an. emionly It results fronl a simnd eco-.
nonlic, situation. The sponsors itt the bid 'wind to lamb on the string by .focd-

, isilly attempting to create confidence when alr they'would create Would
wiles of deficits, devaluations nail depressions.

The general tholings state that "Congress hods that the Nation has suffered
substantial and increasing mieniployment .and underemployment,- over eiro-
longed perhals of ihne. innalsing- numerous economie .41.nd sociill cost 5" This
results from the injection of excessive socialism hito our, competitive, free
enterprise system. .1 I. R. 50 proposes noire sochilism-Tinore of the ca ilsC in
order to resolve the effect. This is not the solution !

The Full Emphiyment and Balanced Growth 'Plan winild emote massive
nnemployment an unhallowed. non-growth econotny as the bureaucrats' in
their infinite wisdom go Off oil uncontrolled unchecked sprees.

. -%
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under Title 1---1.1stablisliment of Goals, Planning, and General Econeanic Pol-
icies. tiw I ieelii rut Lou of PolWy states thut "the Congress lwreby- declares that
it is the continning policy and responsihility of tlw Federal llovernnwnt to iSe
all practicable means ... to ftister and promote free competitive enterprise .

and to promote. full employment, prodnetion. and purehnsing power:"
The baste premise of this bill is in err(Ir. It is not tlw _responsibility of the

Nederal Government to prcanote socialistic seliellieN within a free ararket. If
this is no1 true, then there is no economic libcrty.and without that there are
no human rights.

llow ironic it is that those who cry out for !Inman rights are tho same
pe(ilde wim maild deny these rights by taking 11Way economic freedom.

It is'impossilele to "iironiote free elmipet it ire enIerprIse" with heavy doses of
socialisni. And it is alsoimpossible to "preamete full imrchasing power" with a
bill that would produce more inflation Willi deficit spending. Inflation is the
reduction or dilution of tlw purchasing 1. f our dollar. Tlw proclaimed' goal
and proposed solution run in collude!, oppo:+i I fireetions.

The "empheyer of last resort" k.coine, ni,loyer c if first rese irt. as dem-
onstrated by !mist growth of He "cdcr ayr Since Franklin H. Roosevelt.
the cost of government and wei r,- keted. Melt in 1933, the total
federal civilian emphiyment was ; loin till:000, with a very small
percentage of the populace.workinw ; , governifient at Mdylevels. Today,
the figure has soared tel about' 13.4 million. or one ont e cf e very six wage earn-
ers employed by the federal. state or municipal governments. The totul federal
payroll is now mime than $40 billion. 'NUS does not include the almost aneount-
able. and now !moult rollable,- welfare recipients t the various government
-levels. An indWatbm of how massive this problem has become is the fAt that
soeial services are now 57% of the federal Inniget. °

The "Full Emplelyment" name given.11.1-t. 50 is misleading for it is, as his-
tory will prove. a !missive welfare bill 'with a "Full Employment" label. This
bill does nothing more than exploit the free enterprise.)' ructure in order to
bring about a socialist stitte-.

What is little known and rarely mentioned is thse,Ake-federal-payroll
jobs which eost the taxpayers $(10 billion per year...This new invisible buream-,
racy is growing steadily and prilbably at a more rapid rate than the "snrfaee
government." How-many of these "non-federal" employees are on the .taxpay-
ers* payroll is,n6t ,known. However, it is known that fewer and fewer private
taxpayers are supporting more and moreof this type of employee.

Congress must curb the execntive braneh as it acenmulates more and more
power--to itself via the mnssive expenditure of money and- manpower. Having
accoMplished that. Congress then does not want to be guilty of this same (las-
tardlY deed by passing MR. 50. The 'federal bureancrat'and socialist WM-

' chins have shown us that power eorrnpts and alisolute power corrupts abso-
lutely. Over the years, the 'rights (if the states lmve yielded to the power of
the federal government. This bill would produce even bigger government and
further reduce the states' roles by restructuring into regions. 4

See. 204 states: -The President shall within 1S0 days after the date of
enactment of this Act transmit to Congress a comprehensive regional and
struetnral employment proposal." Anti "formulating the regional eomponents of
such a proposid" reflects the ultimate plan of 'the nitra-leftists to take govern-
ment further away from the American people. When the citizens lose more and
more direct cemtrol over their government at the state level. the power then
flows I a more powerful and higher level; that, is into the hands of the U.S.
Regio1,./lisin is a substitution and Considitlation of the states' roles.

Many people who advewate this remoyal of power and authority from local
or state control also advocate a world government. And the danger here is
that regilmal geiverninent will 11111(.11 name readily adapt to dealing with inter-
national,' organizations. So, regionalism within America leads to a loss of con-

'
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stitutional state sovereignty and of national sovereignty within the world
structure; thus, regionalism 1(1 .co ate power into the hands Of the
one.world government advocates. . any le derk of this legislation in both
houses frequently promote Moves toward i one-world government.

This legislation.:also involves itself with education and (lay care. Federal
control a children is another pet project of the leftists who wish to regiment
our society totally..zPrimity. patties and progrpms to support full emplojment
mil balanced grown' shall, initially include . the quality and quantity 'Of
hellIth care, education, day care, and housing essential to a full economy . .

orcotirse, requireemore government control. J orals would come under
the control of the bureaucrat. Besides, the federal government is a notoriouS, .

bumbler in trying to handle these obviously local problems.
mit The same mo calls for "such other triority policies and programs as Itre

. PresidetWeems appropriate." Thisn)romotes an eun greater degree of control, .
eppecially when the Presidenlioimplements an exfflutive order. The President;
under these cooditions,.woulditave the or of a king. This legislation would
turn the calendar back 200 years.

The Full Emplorment and balanced Growth feu states that the "President,
Shall review the full einDloyment goal anci, time table required by this section
and report to Couress on ally obstacjes to' its achievement and, if .necessary,
propose correctfultreconomic measures. . . ." This would .provitle for the total
destruction of our free epterprise system.

This bill is also anotMr"Sample of asking Corigress to turn over to unelected
bureaucrats its authority and responsibility of making the laWs of the land.
'"The Secretary (of Labiir); in carrying Out the provi8ions4f this section, shall
establish such regulatimis as lie pr sherdeems necessary." To give such power ,

into the hands f bureaueltats not directly accountaille to tI4 American people
provides the way for unbridled power that woultilllie quite difficult to check
and eontrol. It is this approach that has created so many of our alphabetical
monsters (astior EPA. etc.) that have the force of law but none of the
restraints upon ihose elected by the people. This typo; of legislation subvette
and perverts our Vonstitution.

Tlie expense of the exploding bureaucraey required to administer this mon-
ster and the cost Of "emoting" johs would far exceed any "benefit." I4istory has
preyed this time and again. The mere fact we are $600 nillion in debt 30 years
after the Full Employment Act of 1946 speaks volumes. '

Wishful thinking does not alter the fact that this bill Would put America
even deeper in debt and thus create more inflation and more unemployment.
What the proponents seek to avoid, unemployment. is exactly what will be pro-
duced. This bill is economic suicide. s

The proposal to find jobs comparable to one's previous. "standard" IS ludi-.

crons. When times are tough, one tightens his beltas 'every generation has
done in the past. To offer a dole merely because one cannot maintain his
ineome level is to assure even more welfare, handouts and abuses. Thils openly
advOcates greater inefficiency within our economy.

"The Congress shalt initiate or develop such legislation as it .deems neces-
sary to implement these proposals and objectives.. . ." This one sentence th -
Sec, 302 is a mandate, a requirement to :spend and.speml which would result th
a total collapse of our econotay,and eventually our :cation,. ,!

This bill would liit and severelrcontrol any otien.ilebate on the 'merits of'
the proposals and alterations. As an example, the bill stafea to Sec. 304 that
the-Joint Economic Committee will receive testithony "as the Joint Committee
deems advisable.- 'Phis would be another "tree" for the committee to hide
behind in. the vent the public wants to lie heard. The committee could give the
excuse that it is the law of the land and not their decision,

It would also limit the debate and open forum by seVerely restricting the
time allowed. This tends to give momentum to the Pr d Ilan as itwould

4
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appear in the eoncurrent resolution. A limit of 10 hours' debate, on the concur-
rent resolution, two hours' debate on any amendment . and one hour on any
nmendment to an amendment precludes any thorough analysis or discussion.

This boondoggle of nmssive spending doei not even place any limit on the
handouts to the loafer or the alien. The official 'figure of illegal aliens is esti-
mated to be S million in the U.S. with the majority, more than 4 million, hold-
ing jobs.. However, that figure probably rtins closer to 12 million, indicating
that the number of illegal aliens holding jobs here is cioser to 0 million.

Gentlemen, you are urged to vote against this socialistic.legislation becanse
it would sell out the future of all Liberty Lobby members and subscribers, and
all Americans. It is Marxist in its concept and would result in the opposite of
its purported goal of asstring full employment. The deficit spending, the infla-
tion and the resulting unemployment would contribute to total and nonrecov-
erable national bankruptcy With resulting anarchy and the 'overthrow of our
system. Let us not legislate that in this year of the 200th anniversary of our
freedom.

Thank you again for this opportunity to submit this statement for .the
record.

HON. DOMINICR: y,DANH1.8,
'Chairman, 13.ti4Ointniittce on Manpower, Competurbtion, Health and Safely,

CorntiVettits Education and Labor .

us. itogniof irept*Sfentatives. Washington. D.C.
DEAR St144..*O5MAN. Your Subcommittee on Manpower, Compensatb alth

and Safety Will Shortly be actthg on H.R. 50. the "Full Employment ;1(

anced Growth Act of 1970." In a major statement entitled, The E. -omy
Human Dimensions, the Catholic Bishops of.the United Statek declared: s

"Fundamentally our nation must provide jobs for those who can and should
work aild a decent income for those who cannot.. An effective national commit-
ment to full eniployment is needed to protect the basic human right to useful
employment for all Americans. It ought to guarantee, through appropriate
mechanisms, that no one seeking work would be denied an opportunity to earn
a livelihotsi Full employment is :he foundation of a just economic policy ; it
should not be Sacrificed for other political and economic goals."

I have attached our recent testimony on H.R. 50. presented by Bishop
Eugene Marino on March 15. 1970 before the House Subcommittee on Equal
Opportunity. In his testimony. Bishop Marino said :

"We want to take this opportunity to declare our basic support for H. R. 50,
. the Full Employment and Balanced Growth Act of 1970. And express our view
that it provides the most comprehensive and useful approach to full employ-
ment now before Congress. This legislntion can And should be further refined
and improved as it makes its way through the legislative process. However, we
urge that its basic thrust toward comprehensive planning and job creation
leading to genuine full employment not be diluted."

Through structural reforms, comprehensive economic planning and job crea-
tion programs, this legislation provides a meaningful and workable mecha-
niems for achieving full employment.

We urge you to supPorf this important legislation.
Sineerely.

U.S puc CoxyzarascE,
WasM 0,p.e., April 26, 1976.

Enclosure.
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THE ECONOMY:

HUMAN DIMENSIONS

'.This unemployment returning again
to plague us after so many repetitions
during the century past is a sign of
deep failure in our country, Unemploy
ment is the great peacetime, physical
tragedy of the nineteenth and twentieth
centuries, and both In its cause and In
the imprint it leaves upon those who
inflict it, those whO permit it, and
those who are its victims. it is one of
the great moral tragedies of our time."

The Bishops of the United States.
. Unemployment, 1930.

1. This was, the ludgFent of our prede.
cessors ak they responded to the economic
crisis of 1930. As.pastors, teachers and leaders,
ive recall and emphasize their words as our
country faces" important economic, social and
moral decisions in the midst of the highest un .
employment since the 1930s.

I. THE CHURCH'S CONCERN

2. Despite recent hopeful signs, the economy
is only slowly and painfully recovering froni the
recent recession, the worst since World War II.
We are deeply concerned that this recovery may
lack the strength or duration to alleviate the
suffering of many of the victims of the recession.
especially the unemployed. It is1the moraL
human and social consequences of our troubled

.economy which concern us and their impact on
families..the elderly and childien. We hope in
these limited reflections to give voice to some of
the Concerns of the poor and working people of
our land.

3. We are keenly aware of the worldwide
dimensions of the Problem and the complexity
of these issues of economic policy. Our concern,
however, is no( with technical (iscal matters.
particular economic theories or political pro-
grams, but rather the moral aspects of economic
policy and the impact of these policies on people.
Our economic life must reflect broad values of
social justice and human rights.

II. THE CHURCH'S TEACHING

4. Our own rich heritage of Catholic teach-
ing offers important direction and insight. Most
importantly, we are guided by the concern for
the poor and afflicted shown by Jesus, who
came to "bring good news to the poor, to pro-
claim liberty to captives, new sight to theblind,
and to set the downtrodden free" (Luke 4:18).
In addition, the social encyclicals of 'the Popes
and documents of the Second Vatican Council
and the Synod of Bishops defend the basic
human right to dseful employment, just wages
and decent working conditions as well as the
right of workers to organize and bargain collec-
tively. They condemn unemployment, maldis
tribution of resources and other forms of eco-
nomic irijustice and call for the creation of use
ful work experiences and new forms of industrial
organization enabling workers to share in deci-
sion-making, Increased production. and even,

ownership. Againand again they point out the
interrelation of economics and ethici, urging that
economic activity be guided by social morality.

5. Catholic 'teaching on economic issues
flows from the Church's commitment to human
rights and human dignity. This living tradition
articulates a number of principles which are
useful in eIdaluating our current economic situa
hon. Without attempting. to set down an alt.
inclusive list, we draw the following principles
from the social teachings of the Church and ask
that policymakers and citizens ponder their
implications.

a.Economic ictivity should be governed by
justice and be carried out within the limits
of marality. It must Serve people's needs.'

b. The'right to have a share of earthly goods
sufficient for oneseff and one's family:be-
longs to everyone.'

, .
. .

c. Economic prosperity is to be assessed not
so much from the sum total of goods and
wealth possessed as from the distribution
of goOds according to norms of justice)

portunities to work must be provided for
wo; se who are able and willing to rk.

very person has the' right to useful em
ployment. to just wages, and to adequate
assistance in case of real need.'

6
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e. Economic development must not be left to
the sole judgment of a feW persons or
groups possessing excessive economic
power, or to the political community alone.
On the contrary, at every level the largest
possible number of people should have an.
active share in vdirecting that develop-
ment.,

f. A just and equitable system of taxation re,
quires assessment according to bility to

g. Government must play a, role in .the eco-
nomic activity of its citizens. Indeed, it
should promote in a suitable manner the
production -of a sufficient supply -of- me--
tonal goodsm Moreover, it shOuld safe-
guard Ahe rithts of III citizens, and help
them find opportunities for employment.'

6. These are not new principles. They are
drawn directly front the teachings of theChurch,
but they have.'pritiCal relevance at this time of
economic distresi. Under current conditions,
many of these principles are being consistently
violated.

DIMENSIONS OF THE ECONOMIC
SITUATION

7. In these reflections we wish to examine
briefly the dimensiens Of our economic problems
In three areas: unemployment, inflation and dis-
tribution of wealth and income.

A. unemployment

8. In October. government figures show eight
-million persons were unemployed, representing
8.6% of the, work force.' Millions of other per-
sons have given up seeking work out 'of dis,
couragement or are in part-time jobs although
they desire fniltimt work. Taking Mis into ac:
count,, the actual lever of unemployment jn our
country is over 12%. It is estimated that 20
million people will be jobless at some time this
year, ahd that ope-third of all Americans will
suffer the trafunatic experience of uneMployment
within their familiet.

9. The official unemployment, rate does more
than 'underestimate the true extent of jobless-
ness. It also masks the inequitable distributiem
of unemployment. The figures for October indi-

3
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cite that minorities, blue collar workers, young
people and women bear a disproportionate share
of the burdens of joblessness.°

10. These realities clearly indicate that the
nation's commitment to genuine full employment'
has been seriously eroded, if not abandoned.
Since World .War II, unemployment has been
substantial, persistent and drifting upward. In
fact, when joblessness rose dramatically °during
the latest recession, it took the form of an acute
and visible crisis, superimposed on a long-term
unemployment problem which has persisted for
decades.

11. The costs of this tragic underutilitation
of our countrY's human-resources are enormous.
In economio terms, these high levels of unent-
ployment cost literally Mindreds of billions of dol.

, lars inlost productivity and tens of billions of
dollars in lost revenue and increased expenses
for all levels of government.

12. Asvlamentable as these financial costs
are, the social and human impact is 'far more
deplorable. In our society, persons without a job
lose a key measure of .their place in society and
a source of individual fulfillment; they often feel
that there is no productive role for them'. Many

minority youth May grow up without meaningful
job experiences and come to accept a life of .
dependency. Unemployment frequently leads to
higher rates of ccrime, drug addiction, and aim
holism. It is reflected in higher rates of mental

'illness as well as rising social tensions. The idle-
ness, fear and financial insecurity resulting from
unemployment can undermine Confidence, erode
family relation dull the spirit and destroy
dreaMs and can hardly bear to con-

disappoin
made th

ant of a family which ,template th
inful climb up the eco.

nomic ladder an n pushed down once
again into poverty a dependence by the loss
of a job.

13. The current levels of unemployment are
unacceptable and their tremendous human costs
are intolerable. Unemployment represents a vast
and tragic waste of our human and material re.
sources. We are disturbed not only by the present
levels of joblessness, but also by official govern-
ment projections of massive unemployment for
the rest of this decade. We sincerely hope that
these figures-do not represent resignation to the'
human and economic waste implied in these rates

_4
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Of unemployment. As a society, we cannot accept
the notion that some will have jobs and lotome
while others will be told to wait a few years and
to subsist on welfare in the interim.. For work Is

more than a way to'earn a living. It represents a
deep human need. desired not only for income
but also for the sense of worth which it provides
the indiiiidual.

B. ,InflatiOn
.

14. There are those who insi;t that we must
tolerate high levels of unemployment for some,
in order to avoid ruinoul inflation for all. Al-
though we are deeply coKcerned about inflation
we reject Such a policy as not grounded in jus-
tice. In recent years. our countryi.has experienced
very high levels of inflation. During this past year
there has been some reduction in inflation, but
there are already signs of its renewal, spurred by

, large,increases in food and fuel prices.

15. Inflation weans the economic stabitity
of our society and erodes the economic security
of our.citizens. Its impact Is most severe on those
who live on fixed incomes and the very poor. The
double distress of inflation and rece$sion has led
to a painful decline in real income for large
numbers of people in recent years. Clearly, steps
must be taken to limit inflation and its impact.

16: However, loW unemployment and high
inflation are not inevitable partcers, as history
and the experience of other industrialized coun
tries bear out. Policy.makers shouffeseek and use
measures to combat inflation which do not rely
upon high rates of joblessness. For many of our
fellow citizens:the Major protection against infla-
tion is a decent job at decent-wages.

C. Distribution of Income and Wealth

17. Within our country, vast disparities of
income and wealth revin. The richest 20% of
our people receive more,income than the bottom
60% combined. In the area, of ownership, the
disparities are even more apparent:The top on&
fifth of all families own'more than three.fourths
of all the privately held wealth in the United
States while over one.half of our families control
less than 7% of the wealth.

18. The distribution of income and. wealth
are important since -,theripfluence and even de
termine our socieW,s;di.atiibution of. ecohomiO

. . -

power. Catholic social teaching haS condemned
gross inequality in the distribution, of matIthal
goods.-Our country cannot contintr tccignore this
important measure of econbmic justice.

IV. POLICY DIRtCTptiS ,

19. Fundamentally, our nation'must provide
jobs for those who can and setoUld. yArk 040
decent income for those ,iyho cannot An effectiVe'
naticinal commit?nent to full employment
needed to prptkt the basic heman'Tightto useful:-
employment for all Americans. At Ought toguar....
antee, through appropriate mechaniams, that no
one seeking work would be deAiedan-oplorttinity.
to earn a livelihood. Full ehyoyment, s the
foundation of a, just economic. policy; it should
not be sacrificed for other political and economic'
goals. We would support sound end .creative pro-
grams of public service employment lo .telieve
joblessness and to meet the vitalsecial needs of
our people (housing,. trinsportation;' edtcation,"
health care, recreation;ete.) . .

20. The burden and` hardship of these diffi-
cult times must not fall most fleavily. off the most
vulnerable: the poor, the'eldeY, the tinefhPfinetl,
young people and workets of rnadet income. We
support efforts to improve oor 'unemployment.
compensation system and to prOvide :adequate."
assistance to thevictims of the recession. efforts,
to.eliminate 'or curtail needed services aptt,helit
must be strongly,opposed:

21. We continue to support a decent incorne
policy for those who ar-p yeable to work because
of sickness. age, disability, or other good reason.
Our preSerff welfare:system Should be reformed
to serve our CoUntry and those. in need more
effectively. . .

,

22. Renewed efforts are recutiredto reform
our economic life,,We ask the ptiyatiand public
sectors tO joiff togetherto plan:and provide better
for our future,. to.'promete fairnesS ii taxation
to halt the destructive impact of inflation and to
distribute more evenly the burdens and opportu,.
nities of Our Society. We 'also ask that consid
eration be given to a more effiCacichis use.of the
land, the nation's primary resource id bider to
provide gainful employment for More people. We
should also explorethe impact 0 technology and
endeavor to preserve the small family farm and
other approaches to etonomit life which provide
substantial and productir emplOyment for peo..
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pie. It is not.enough to point up the issue; in our
economy arid to propose Solutions to Our na:
tionat problems while accepting uncritically the
presupposition of an economic 'system based in
large part upon,' unlimited and unrestrained
profit.

23. We pledge our best efforts in support of
these goals. We call op local parishes, dioceses,
Catholic institutions and organizations to under-
take education end action programs on issues of
economic justice. We renew our commitment to
assist the needy and yictims ofeconomic turmoil
through programs of financial assistance and ac-
tive participation in the dialogue over the formu-
lation and implementation of 'just economic
policies. We call on our people to pray for our
country in this time of need andlo participate in
the difficult decisions which can still, fulfill the
promise of our land.

24. Working tegether with renewed vision
and commitment, ourcountry has the productive
capacity and human and material resources to
provide adequately for the needs of our people.
We take this opportunity to renew' the/challenge
of our fellow Bishops of 45 years ago:

"Our country needs, now and perma-
nently, such a change of heart as will,
intelljgently and with determination, so
organize and distribute our work and
wealth that no one need lack for any r
long time the security of being able to
earn an adequate living for himself and
tor those dependent upon him."

The Bishops of the United States,
Unemployment, 1930

APPENDIX

In adoplinithis resotution, the Bishaps sought
to link thiS effort to a malor statement issued in
1919 on similar matters. Entitled, "The Bishops'
Program For Social Reconstructioo.- the slate-' .

mem called for: minimum wage legislation; un-
einployment insurance and protection atainst
sickness and old age: minimum age timit for
working cltildren: legal enforcpeent of the right
of tabor, to organize; a nation#1 employment set',
vice; public housing:and a Ioi term program of
increasing wages.

It also urged: prevention of extessive profits
.,and incomes through regulation of public utilities

7
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and progressive taxes on inheritance. income.
and excess' profits; participation of labor in man-
agement; a wider distribution of ownership
through cooperative enterprises and worker
ownership in the stock of corporations; and eft'
fective control of monopolies even by the method
of government competition if that should prove
necessary.

Most of' these proposals have been enacted.
Partial progress has been made toward others.
The 1919 statement provides a historical frame.
work for the current resolution -and evidences a
long.standing 'Concern for economic jUstice, on
the part of the Catholic community in this coun-
try.
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INriumucrioN

Mr. Chairman, 'Members of tile Committee, I tun Bishop Engene!Marimi,
Auxiliary Bishop of 1..,Cathale Archdioeese of Winthiffgton, D.C. I ant testi-
fYing today ns n Sentntive of the Ilnited Snit& Catholic Conference. the
national aetiou ageml of Hie -Roman Catholk Bishops of . the United States.

:With me todai' is M4 :John Carr of tile staff of the Conference.
We are Nery pleased to have this opportunity to expres's our views nn fluff

employment legislation and in partkular. II. R. 50; the Full Employment and E
Balanced Growth Act of I Ka

'oveniber Jim Catholic Bishops imanhnously adopted a major policy
statement on eilaminic issues. entitled. "The Econony : Human Dimensions."

.
Since this Stafement provides the basis for My testimony, I have made copies
axailable toi the spbcommittee Itnd I ask that^ the text of the statement 'appear
in the record."'. '

In addition- to/ this statement, 'our tAimony this morning flows from a
three-day heari»g ciaidueted by a panel of Bishops on unempleyment and sev-
eral detailed :Ztudles prepared for the Bishops use by six skilled economists.
These backgrOund papers I m unemployment, inflation aad other issues were
prepared by Dr. Paul Samuelson. Ledn Keyserling, Robert Eisner, Helen Gins-
berg, Daniel Larkins and Lester thorow.

SCOPE OF TESTIMONY

My testimony this morning will not toms on the technical aspects of the leg-
islation before you. Von have already heard,and will hear in the future from
skilled and experienced mrsons whose expertise. wiH assist the committee lir,.
evaivating the detailed workings of this legislatkf,:. Rather, I speak out of a
religious tradition ofconeern for human rights a 'd social juStice. I wish to
call to tile subeommittee's attention the moral diinensions orlhe matter before-. r

yoq. We must fnee the fact BO at this time our national economy is the Most
eritical setting for the authieveMent of greater human dignity and justice. We
ea nn ot allow our eeonomic life..to be guided solely by )narket forces and the
elash of interest:groups. We must i»sist that econinnic policy serve the
common good, the needs of people and the principles of social Morality:

tkNENtrinYMENT : HUMAN. SOCIAL AND MORAL DIMENSIONS

Our i»Terest in .this.legislation floWs from a concern for tbe human, social
and. moral dimensions Of eomotnic. life. As religious ,leaders and pastors we
cannot ignore tire lounan suffering and deprivation resulting from Aong-tetiff
unemployinetit. Behind the statistick and charts lie huinan lives and individual
tragedies. Long7term joblessne ss. destroys confidence and hope. It' diminishes -,
:40f-respect and ambition. It also erodes tinnily relationships aml community
life. Reliable data clearly documents the direct relationship of high imeMploy-
went 'to increased levels of crime, drug addiction, alcoholism and mental and

-physical:illness. In short. long-terin unemployment threatens the basie human
dignity of its victims MuHowers the quality of lite.for many of our citizens.

.
In oin ilew. these 'hnman and social consequences are just as imilortant as

the substanthil economic costs of lower indastrial production and 'lost govern7
went revenues resulting frmn high levels of Amemployment. This hunmn toll
deserves eqnal consideration in your deliberations. We' hope that legislators
and administrators while focnsing on the technical workings and statistical
measures ot 'economic threes. will vonskler "the very real impact of their poli-
cies on families and individuals..struggling to' provide a decent life for them-
selves and t hose who depend upon them. A. the Bisitop declared in their titate-
ment of last November. -Our economic life must reflect broad values of social
justky and .hunmn rights.. It must 1;erveiwople's needs."
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ItRENT ECONOMIC scruATION ...
. This message appears ill be hi sharp-contrast with reeent enCouraging newsof economic pin 'es and recovery. We welcome these signs of recovery and
pray that thee; 9 grow in intensity and strength month by month: However,
the fact rematr .oVer seven million Americans are out ea work, that one-third of ;them n jobless for fifteen weeks or longer. 972%000 addifional
persons have. I. 4mking for work out of frustration, according to the
latest dativ-lne ad sirm`er 3 million persons are working part-time although
they desire fu ttj s. This means 11.3 niillion. Americnns,prwentlY suffer

. some forimo ) fiknt .-. ..) '7-,rt islm to V,Atife, that the recent, im mproveent in 'the ectinomill),Mdica-
tors reflects' onbt*et4tirc.iprogress. In normal times. 11.3 nifiliOn' persais,ouNrof

) wOrk would he .tti,.6.gisfor deep coneepi' turd:even outrage, 'niii1-:*tiltihg,: itf, is
., (oily throuWthe.;.4W:0,inprecedented reeession that we mtft these levels

'of unemplobittnt iiSrAvolgraging signs.
.

Anoth6f..!reality iS.)tliat'lliese indicators represent overall averages and there-
fore do 'pot refle,$.141bequitable distribution, of joblessness. While some
groupstOee I.04101(41g TelatiVe 'prosperity, others remain at depression'levels
of nOgirijilAMent..,TI,Afifikial unemployment rate fir blacks and other minori-
ties. Icettui4 increashl one half of one percent .in Febivary to 13.7%.; Nearly

) one7pikt' 6:ye teeuilgers in ',the job market is Still unemplOyed.. The ..level of
unehuiR)* '1,%44amot* ldack teefiagers,actgally increased to 35.2%. in February.'
131,110'.eoll. .IrremplomSent rept:tins well oTer p%. And two and one-half million
personf ...ii4 liven nihemployed for, fifteen weeks ,Or more.; 700,000 more than

. ..- ' only tam yOr>.iigO. .; .

. .. . . .

'.- '4r ;'''' .'. A LONO-TERM PROBLEM .

/1;' 11;14104111Plif IS u4i, only a short range, cycliCaI problem requiring tempo-
.,.

!triir;.ait4asiires to alleqate suffering; Rather, a careful .analysis reveals that
,?,since", World War 11. unemployment has lieen substantial, persistent and drift-

111).; upwtrd. The promise of the Employment Act of 19-16 has not heen fulfilled.
.4.'; In AM' it has fallen increasingly shOrt of its' broad social and econOrnic .pur

po:fis. When joblessness rose dramatically during the recent Tecession, it took
thetorth 'of an acute and visible crisis, superiMposed on a, long-term unemploy-
meld problem resulting from the continuing failure of tbe.economy.to. Provide
an adequate supply of jobs.

. .

We belLeve that Ole slight improvement of the last two monthS should not
divert ns from tbe critical task of devising lOng-term policies and comPrehen-
sive programs- that will ensure genuine full employment., Despite the recent,'
figures, every forecast .still Projects that large scale unemployment will extend
into the next decade unless. major new policies are' adopted. The- President's

-recent budget message assumes .that nnder current policies unemployment in
f'niso would still be well over 5% of the work force.

.

.

POSITION OF THE CATHOLIC BISHOPS
. '.

The position .of the AMerlean Bishops is that these levels of uni.mitilyment
are unacceptable and their human costs intolerable. Iii their Novemher. state-
inent 'they said: -Fundamentally..onf nation must provide-sjObs fo? those 'who
can and should work and a decent income for those who cannot: An effective
,national commitment to full employment is needed.t0 protect the basic human
tight to. useful employment, for all Americans. It .ouglit to guarantee, through
appropriate mechanisms, that no one seeking,Work would be denied an oppor-

...v.-4. -tunity to earn a- livelihood. Full employment is the foundation o4. a, Jus eco-
,1. '.., nomic policy : it should not, he sacrificed for other political and ,e"cono c
,k?'..'' oals .', .f-:',g , .. .

. :, :ss this strong statement makes clear, we are committed16 supporting. co
Airehensive leg:nation to. guarantee genuine full employmentas the foundatio

a just and respiaible economic policy. We want to take this opportunity to 4
.1.41tclare our basic support for H.R. 50, the Fall Employment and Balanced..
Voivtli Act of 1976, and express our view that it provides the most .compre-
hensive and useful approach to full employment now before Congress. This leg-
islation can and should be further refined and improved. as it makes its Way

'through the legislative process. However, we urge that its basic tl,irust "toward
'comprehensive planning and job creation leading to genuine full employment.
not be diluted. ,
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RIGHT TO EMPLOYMENT

KR. 50 declares and establishes in Section 102, "the right of all Americans,
able:willing and seeking work, to ,useful paid employment at fair rates of

' compensation."' The legislation further defines this concept.to mean an adult
unemployment rate of 3% or leSs within feur years. .

The Bishops in their NoVember statement proclaim a similar, universal-right
to useful employment at just wages. We are concerned however, that the 3%
adult. ,unemployment figure withiq.,,Alle legislation might be interpreted to
exclude young people. These young people experiencevonsistentlY high leVels of
joblessness and many gave very real economic responsibilities. We must con-
sider the social and psychological consequences of young people entering the

fh selabor force to find o u for their skills and energy. We do not believe that a.
person able, willi g anil seeking, work should be excluded from this legislation

'because of 'age.' , ... . , , .

,

The estaldishment or the basic human right to employment within H.R. 50 is
a-major step forward and provides a sound foundation for , national ecOnomic
policy. . . .

..,4 PLANNIItO
. ..

,

c,
.

.

This 'legislation utilizes two. complementary 'approaches to imPleMent that
right. The first it4 a comprehensive planning process which requires the Presi-
dent and Congress to set both qualitative and quantitatite goals for full
employment, production and purcluising power and to implement this plan
througk specifie fiscal, budgetary ,and monetary policies. -

Ingeneral, we support the ,propbsed planning process. We.believe it Will pro-
vide a rational and overdue framework for economic decisions and pOlicies.'"We
are particularly encouraged that the Full Employment and Balanced GrOwth
Plan focuses op the achievement of funddmental social and economic goals'Of
lull emPloYment, production and purchasifig power. Without a clear articula-

,
tiOn of the goals to be pursued. the planning' process Could resemble little.more

..,:.1!tan a series oc discouraging forecasts of poor econoMie performance, rather
'..: than purposeful goals and policies to achieve them. .

-.I At the same time, we must add a note Of caption regarding the central role
of the planning process. Effective planning requires broad .participation ofrthe

' parties InVolved And real commitment ,to the overall Oils. The effectiveness of
, the- planning process will depend od the ability of the lesislative and executive

branches to involve a broad cross section of interests ifrthe formulation of the
various alternatives,' and tbe performance of those responsible to implement
the plan. While we are impressed with the requirements for the plan. ini.Title,
1, Sec. 103 and 104 and the specific deadlines spelled out..in tbe legislation, we
hope the suhcommittee will consider ways to strengthen.the accountability of
those who play key roles in the fOrmulation and implementation, of the plan
(e.g. the, President,' the Council of Economic Advisors, the Federal ReserVe
Board. the CongresSional Joint Economic Committee, the House and Senate
Budget Corrunittees among others). The revised legislation seems to rely on
general mandates. specific deadlines, and public pressure to insure adequate
implementation. The experience with the Employment Act of 1040 should warn
us that good..intentions and general reqUirements cannot substitute fOr'specific
mandates and effective oversight. ,

. .

i
.

. .

JOB CREATION
1

The Second and related approach- to the implementation of the right to
employment is a range ofjob -creation programs in both the private and the
public sector. We believe this section of the revised, bill is a major Improve-

' nient on the earlier drafts and provideS an essential complement to the plan-
ning process detailed in Title

III their November statement tile Bisheps declared their., support for meas-
ures such as those detailed in Title H. The programs related to youth
unemployment. structural and regional joblessness and aid 'to local and state

. governments provides a sturdy framework for job creation efforts.
ye support-public service jobs for persons ,who are unable16 obtain employ-

ment within the private 'sector. We speelfically reject claims that work within
the public sector is necessarily less productive, efficient or useful .than employ-
ment in private industry. The kinds of jobs outlined in Title II would help to
meet the vital needs of our people in housing, transportation, eddcation, recre-



ntion..and health.: eare. We cannot necept tlw notion that. n Imrses aide. In a
'general hospital or ii Imblie service 'elnployee rehabilitating homeS,in our'efiles.
Isomehow less produCiive or contributes less than those hi the private seetor
who sell products or work in. a faetory..Citmrly, the Vast majority (oVer NT%)
of our people Will and Should be eMployed in the 'private sector and we should',

. attempt to stimullite private ,employment through a Variety of means; ineludhig
some (ontained in this legislation. However, we, should not eXcinde the,: impOr-
taut mid essential' gide of imblic employment artinws of Major joblesvness. We
therefore support the stat'lithyjoh' programs discusSed in Sec. 206 ,t'd and

.We believe it is 11;tter to .spend fumls to' efeate nd maintain emploA'nentthan
to require familieTto.subsbt mi unemployment eompensatkni and ..ther.assist-ove.

'coNctrostbx

We hope these limited (onnnents numifest:onr eoncern and belief ilmt tli
Full Einl4nient nnd Balanced Growth Act of 197.6 will 'ICrovide a hirge stel),-;:

- toWard a more 'just and ratimml eonlomic IndicY. In their, policy statement, the'
American Bishops (leclared: ."Government tthist play a .role in the ecomunic
ne.tivity of its citizens. Inchw(1, it shouhrProtuote in *suitable manner the pro-.
duction of asufficient supply of material goods. Moreover, it should safeguard .the rights of all citizens, and help thent.find 1)1)ptortunities lor employment."
Through 'struetnral reforms; a (omprehensive planning process and job creation
1)1.140.11ms, II.H. ;id provides' a Workable and practical mechanism for realizing .

tile governmental role we,have described.
Full employment is mit simply all economic issue, IIIn is it essentially a

political matter. It is a fnndamental question involving the quality of life andthe basic justhe of American society. II:should not be a partisan issue, but
rather an oppormity to declare that this nation hasthe needs, the' resources,
tlw *ill a ti(V the wonquission to harness tlw. creativity_and produetivity of all .its people. . '

Forty-live yenrs ago, the AinerWan.Vatholie Bishops _declared :
"Onr cotnitry. needs; now and: perManently, -such a change of heart as wi

intelligently. and with determination, so organize and distribute our work and
wealth that no one 'need lack for any long time the secnrity of 'being able to
earn an adequate.living for himself and.for those dependent upon

The passage of comprehensive full employment legislation. would provide evi-
dence of that long overdue -clmnge of beart.".It would also be a significant
step toward greater eeMoanic justice and opportunity for all Americans.

CONGRESS OF TIIE UNTTED STATES,
. HOUSE OF REPRESENTATIVES.

Washington, D.C., May 7,i06.. .
Hon.- DOMINICK DANIELS, -
chairman,: subcommitter on 3lanpoirer, Health and Safety,
Educalirp and Labor Committer,
Rayburn Building.
Washinglo'n. D.C.

DEAR DOM L WORM like to 811111111U the enelosed 'testimony 'for the record .of
- the'hearings of ymir`Subconunittee on IIR, O.

Thanks.
,Yours.

Enclosure)

On April. 12, We Warned from the Department of- Health. Education and.Welfare that over 24 billion was Imid in welfare and related . servtces and
over $21 billion in unemploynwnt compensation to (MMus of the United States.during 1975. To this $J5 billion dollars .that went to people outside the work
force we must add the.sunis lost by thelack of productivity of these Peoplea,
figure difficult, to quantifyto -obtain' the total cost of welfare and unemploy-mentin Our nation.

'How can we cOntinne to justify this huge expenditure -and the accompanying
(vPortnnity cost? Ilow call we eOntinue topay peolile not to work? Our society

JAMES II. SCIIEFER.
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cries out for jobs to pe done, services to be performed, and prodttets to be cre:.
ated:-Thousands of potential workers state.their readitiess to go to. Work,'Yet
when- fall dinplayment is proposed as a .national goal, we are told .

costly, or that the inflationary effects would be too severe. -; :
We nee4 only In examine .the figures I have just cited to see 'the absurdityc.)-4,

of that position. Nothing could be: more sgotly than keeping peopleidlel noth-
ing could be more' destructive than telling a citizen there is no-place for him
in the work force..

There are two groups in our society especially hard hit by the recession, ,the
y(mng and the old.. The under-1S and -the over-40 worker have higher unem-- .
ploymenr,rates aod suffer longer periods of unemployment than do other age
groups: Special efforts need to.be' taken to, bring uneMpleyed members of these
two groups into the Work force.even as:programs 'are developed..for the, popu-
lation at la-rge. ' ,

II.R. 50 is a major attempt ,to set en nnemployinent rate target (o f 3%) and
4letim0mechanisms to airive at that' target. It places -unemploynient:in the con-
text of .a.general..growth-prograun athirelates- iflo fiscal Its well as manpower,.,.
polieies. Its goal of 3% unemployment isombitious but whollf,Isksi Other of,
Wkstern 'couotttles have re'llellelt -it.; there c ass no reon. Why this _country,
camiltd. 'e 0fully support this legislation amturte.its speedy pasSage by tbe Howie.

or.
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